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ABSTRACT 
T h i s r e p o r t e x p l o r e s two m a i n i s s u e s of i n i t i a l p u b l i c 
o f f e r i n g s (IPO) : the IPO p r i c i n g m e t h o d in C h i n a a n d the 
p o s t - l i s t i n g r e t u r n p e r f o r m a n c e of u n s e a s o n e d i s s u e s of 、A 
s h a r e ' s t o c k s in S h e n z h e n . 
To i n v e s t i g a t e t h e m e t h o d s of IPO p r i c i n g in C h i n a , a n u m b e r 
of i n t e r v i e w s w e r e c o n d u c t e d w i t h the IPO s p e c i a l i s t s in two 
s e c u r i t i e s h o u s e s in S h e n z h e n . In a d d i t i o n , a c a s e s t u d y w a s 
p e r f o r m e d on the t a r g e t c o m p a n y , J i a n g x i G a n n e n g C o m p a n y 
L i m i t e d , to p r o v i d e a p r a c t i c a l i l l u s t r a t i o n of t h e IP〇 
p r i c i n g c a s e . 
A s a m p l e of t h i r t y - t w o 、A s h a r e ' s t o c k s o n t h e S h e n z h e n 
S t o c k E x c h a n g e w e r e s e l e c t e d to s t u d y t h e p o s t - l i s t i n g 
r e t u r n p e r f o r m a n c e of u n s e a s o n e d i s s u e s of 、A s h a r e , s t o c k s 
in S h e n z h e n . T h e 、A s h a r e ' s t o c k s e x a m i n e d in t h i s r e s p e c t , 
c o v e r a l l u n s e a s o n e d s t o c k i s s u e s in S h e n z h e n o v e r t h e 
p e r i o d f r o m 1st J a n u a r y , 1997 to 3 1 s t M a r c h , 1 9 9 7 . 
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T h e o b j e c t i v e s of t h i s M B A p r o j e c t a r e t w o - f o l d : 
1. s t u d y i n g a r e p r e s e n t a t i v e c a s e of h o w t h e p r i c e of 
i n i t i a l p u b l i c o f f e r i n g s of an 、A s h a r e ' s t o c k l i s t e d 
on t h e S h e n z h e n S t o c k E x c h a n g e is d e t e r m i n e d a n d ; 
2 . s t u d y i n g t h e p o s t - l i s t i n g r e t u r n p e r f o r m a n c e of 
u n s e a s o n e d i s s u e s of 、A s h a r e ' s t o c k s in S h e n z h e n . 
Methodology 
E f f o r t s h a v e b e e n m a d e to r e a c h t h e IPO s p e c i a l i s t s in 
th e s e c u r i t i e s h o u s e s in S h e n z h e n . I n t e r v i e w s w e r e 
s u c c e s s f u l l y a r r a n g e d o n 23^^ F e b r u a r y , 1998 w i t h t w o IPO 
s p e c i a l i s t s in t wo s e c u r i t i e s h o u s e s in S h e n z h e n , J & A 
S e c u r i t i e s L i m i t e d a n d U n i t e d S e c u r i t i e s C o m p a n y L i m i t e d . 
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T h e i n f o r m a t i o n f r o m t h e i n t e r v i e w e e s s e r v e s as the 
p r i m a r y s o u r c e of i n f o r m a t i o n for t h i s r e p o r t . B e c a u s e 
b o t h H o n g K o n g a n d o t h e r f o r e i g n i n v e s t m e n t b a n k s c a n n o t 
p a r t i c i p a t e in a n y IPO p r o j e c t s of 、A s h a r e ' s t o c k s , it 
is r e a l l y d i f f i c u l t to f i n d t he r e l e v a n t i n f o r m a t i o n in 
H o n g K o n g . 
Selection of Stock Exchange for case study 
In t h i s r e p o r t , a c a s e s t u d y of h o w t h e p r i c e of i n i t i a l 
p u b l i c o f f e r i n g s of an 、K s h a r e ' s t o c k l i s t e d o n t h e 
S h e n z h e n S t o c k E x c h a n g e is c a r r i e d o u t . T h e r e a r e two 
s t o c k e x c h a n g e s in C h i n a : t h e S h a n g h a i S t o c k E x c h a n g e 
a n d t h e S h e n z h e n S t o c k E x c h a n g e . A n 、A s h a r e ' s t o c k c a n 
b e t r a d e d o n b o t h S h a n g h a i a n d S h e n z h e n S t o c k E x c h a n g e s . 
T h e s e t w o s t o c k e x c h a n g e s h a v e a s i m i l a r h i s t o r y a n d 
m a r k e t c a p i t a l i z a t i o n ; h o w e v e r , in t h i s r e p o r t , t h e 
l a t t e r is s e l e c t e d s o l e l y b e c a u s e of t h e f a c t t h a t t h e 
S h e n z h e n S t o c k E x c h a n g e is n e a r e r to H o n g K o n g S A R . 
I n f o r m a t i o n o n t h e S h e n z h e n s t o c k m a r k e t as w e l l as o n 
t h e t a r g e t c o m p a n y c a n a l s o b e m o r e e a s i l y c o l l e c t e d . In 
a d d i t i o n , i n t e r v i e w s w i t h a n y r e l e v a n t e x p e r t s c a n b e 
e a s i l y a r r a n g e d . A s a r e s u l t , an 、A s h a r e ' s t o c k l i s t e d 
〇n t h e S h e n z h e n S t o c k E x c h a n g e w a s s e l e c t e d f or s t u d y . 
3 
Selection of target company and 
share type for case study 
In C h i n a ' s s t o c k m a r k e t , o n b o t h t he S h a n g h a i a n d 
S h e n z h e n S t o c k E x c h a n g e s , t h e r e a r e two k i n d s of s h a r e s 
‘available for i n v e s t o r s : 、A s h a r e s ' a n d 、B s h a r e s ' . A n 
、A s h a r e ' is t r a d e d a n d s e t t l e d in R M B a n d c a n o n l y b e 
h e l d b y t h e P R C ' s c i t i z e n s . In c o n t r a s t , a 、B s h a r e ' is 
i s s u e d o n l y to f o r e i g n i n v e s t o r s ( i n c l u d i n g t h o s e f r o m 
H K , M a c a u a n d T a i w a n ) , a n d s e t t l e d in f o r e i g n e x c h a n g e . 
In f a c t , t h e n u m b e r of 、B s h a r e s ' t r a d e d a n d i s s u e d in 
the s t o c k e x c h a n g e is m u c h s m a l l e r t h a n t h a t of 、K 
s h a r e s ' . T h e l i q u i d i t y of 、B s h a r e s ' is u s u a l l y l o w a n d 
t h u s is n o t v e r y a t t r a c t i v e to f o r e i g n i n v e s t o r s . 
T h e r e f o r e , 、B s h a r e s ' a re n o t so i m p o r t a n t as 、A s h a r e s ' 
in C h i n a ' s s t o c k m a r k e t . A n 、A s h a r e ' s t o c k is t h u s 
s e l e c t e d f or s t u d y in t h i s r e p o r t . 
T h e t a r g e t c o m p a n y s e l e c t e d for s t u d y s h o u l d f u l f i l l t h e 
f o l l o w i n g r e q u i r e m e n t s : 
1 • W i t h o n e to two c o r e o p e r a t i o n s o n l y ( V a l u a t i o n o f t h e 
c o m p a n y is e a s i e r ) . 
2 • A s i g n i f i c a n t n u m b e r of 、A s h a r e s ' w e r e i s s u e d u p o n 
i n i t i a l p u b l i c o f f e r i n g s . 
m 
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3 . G o o d s u b s c r i p t i o n f e e d b a c k f r o m t h e p u b l i c . 
4 . T h e c o m p a n y h a s r e c e n t l y b e e n l i s t e d . 
A s r e c o m m e n d e d b y t h e i n t e r v i e w e e s , J i a n g x i G a n n e n g 
C o m p a n y L i m i t e d (0899, S h e n z h e n ) , is t h e t a r g e t c o m p a n y 
for c a s e s t u d y in t h i s r e p o r t . T h i s c o m p a n y w a s l i s t e d 
w i t h g o o d s u b s c r i p t i o n r e s u l t s in O c t o b e r , 1997 a n d w a s 
e n g a g e d m a i n l y in o p e r a t i n g p o w e r p l a n t s . T h i s f u l f i l l s 
the s e l e c t i o n c r i t e r i a . 
Definitions of Abbreviation 
A n u m b e r of A b b r e v i a t i o n s a r e u s e d in t h i s r e p o r t a n d a 
l i s t of t h e m a r e s h o w n b e l o w : 
| 1 ^ _ _ _ _ _ _ _ _ _ _ _ 丨 ! 圓 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 丨 : : 丨 : 丨 ^ | | 
、、IP〇〃 I n i t i a l P u b l i c〇 f f e r i n q s ^ ^ v ~ ~ ~ ~ ^ :: 
、、SZSE" S h e n z h e n S t o c k E x c h a n g e “~~ 
"^SHS E " " S h a n g h a i S t o c k E x c h a n g e 
~'SEHK^^ ‘ T h e S t o c k E x c h a n g e o f H o n g K o n g 
、、CSRC" C h i n a S e c u r i t i e s R e g u l a t o r y C o m m i s s i o n 
、、the C o m p a n y " J i a n g x i G a n n e n g C o m p a n y L i m i t e d 
P R C " | P e o p l e , s R e p u b l i c of C h i n a 
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CONTRIBUTION 
T h i s p r o j e c t m a i n l y e x p l o r e s t h e IP〇 p r i c i n g m e t h o d in 
C h i n a a n d t h e p o s t - I P O r e t u r n p e r f o r m a n c e of u n s e a s o n e d 
i s s u e s of 'A s h a r e ' s t o c k s in S h e n z h e n . A t t e n t i o n is 
f o c u s e d o n the C h i n a e q u i t y m a r k e t b e c a u s e of its 
i n c r e a s i n g s i g n i f i c a n c e as a m a j o r c h a n n e l for s t a t e -
o w n e d e n t e r p r i s e s in r a i s i n g t h e i r c a p i t a l . T h e IP〇 
m a r k e t in C h i n a is g r o w i n g r a p i d l y . G i v e n t h i s 
s i g n i f i c a n c e , i n s i g h t s into t he IPO p r i c i n g m e t h o d in 
C h i n a as w e l l as t h e p o s t - l i s t i n g r e t u r n s in S h e n z h e n 、A 
s h a r e ' s t o c k o f f e r i n g s s h o u l d b e of v a l u e to 
p r a c t i t i o n e r s a n d a c a d e m i c s . In a d d i t i o n , t h i s r e p o r t 
s t u d i e s t h e f u t u r e p r o s p e c t s of t h e IP〇 m a r k e t in C h i n a , 
w h i c h is i m p o r t a n t to f o r e c a s t t h e f u t u r e d e v e l o p m e n t of 




SHENZHEN STOCK MARKET 
History of the stock market in China 
T h e e m e r g e n c e of t h e s t o c k m a r k e t in C h i n a w a s in t h e 
la t e 1 9 t h c e n t u r y . T h e r e w e r e s t o c k e x c h a n g e s e s t a b l i s h e d 
in s e v e r a l l a r g e c i t i e s in C h i n a s u c h as S h a n g h a i , 
B e i j i n g , T i a n j in a n d W u h a n . H o w e v e r , a l l of t h e m w e r e 
c l o s e d in t h e e a r l y 1 9 5 0 s a f t e r t h e C h i n e s e C o m m u n i s t 
P a r t y o b t a i n e d s o v e r e i g n t y o v e r C h i n a . 
In 1 9 7 8 , t h e C h i n e s e G o v e r n m e n t i m p l e m e n t e d i ts 、、〇pen 
D o o r Policy、、 a n d e c o n o m i c r e f o r m a t i o n . S i n c e t h e n , t h e 
e c o n o m y of C h i n a h a s g r o w n r a p i d l y at t h e r a t e of a b o u t 
9.3% p e r y e a r . In 1 9 8 4 , the C h i n e s e G o v e r n m e n t s t a r t e d 
t h e r e s t r u c t u r i n g of s t a t e - o w n e d e n t e r p r i s e s a n d t h e 
i m p l e m e n t a t i o n of t h e m a r k e t e c o n o m y w i t h S o c i a l i s t 
c h a r a c t e r i s t i c s . S t a t e - o w n e d e n t e r p r i s e s w e r e p e r m i t t e d 
in t h i s y e a r to i s s u e c o r p o r a t e b o n d s a n d e q u i t i e s for 
r a i s i n g c a p i t a l . T h e f i r s t l i m i t e d c o m p a n y , B e i j i n g 
T i a n q i a o D e p a r t m e n t S t o r e C o m p a n y L i m i t e d , a p p e a r e d in 
C h i n a in m i d - 1 9 8 4 . F r o m 1 9 8 6 to 1 9 9 0 , o v e r - t h e - c o u n t e r 
s t o c k m a r k e t s w e r e e s t a b l i s h e d in S h e n y a n g , S h a n g h a i a n d 
7 
Z h e n z h e n for e v a l u a t i n g t he f e a s i b i l i t y of e s t a b l i s h i n g 
s t o c k e x c h a n g e s in C h i n a . W i t h g o o d r e s u l t s f r o m t h e s e 
o v e r - t h e - c o u n t e r m a r k e t s , t he c u r r e n t two s t o c k 
e x c h a n g e s , at S h a n g h a i a n d S h e n z h e n , c o m m e n c e d t h e i r 
o p e r a t i o n s in 1990 a n d 1991 r e s p e c t i v e l y . 
I 
T h e s p e e c h of M r . D e n g X i a o p i n g m a d e w h e n h e v i s i t e d 
S h e n z h e n in e a r l y 1992 is c r u c i a l to t h e r e c e n t 
d e v e l o p m e n t of t h e C h i n e s e s t o c k m a r k e t s . H e u r g e d b o t h 
the C h i n e s e C e n t r a l G o v e r n m e n t a n d t h e C h i n e s e C o m m u n i s t 
P a r t y to r e c o g n i z e t h e c o n t r i b u t i o n of t h e s t o c k m a r k e t s 
to C h i n a ' s e c o n o m y . 
In t h i s r e p o r t , t h e IP〇 p r i c i n g of a S h e n z h e n 'A s h a r e ' 
s t o c k , J i a n g x i G a n n e n g C o m p a n y L i m i t e d , is s t u d i e d . T h e 
p r o f i l e s of the S h e n z h e n S t o c k E x c h a n g e is d e s c r i b e d in 
t h i s p a r t , w h i c h s e r v e s as t h e b a c k g r o u n d i n f o r m a t i o n . 
Particulars of Shenzhen Stock Exchange 
T h e S h e n z h e n S t o c k E x c h a n g e (SZSE) w a s e s t a b l i s h e d in 
A p r i l 1 9 9 1 a n d o p e n e d for b u s i n e s s o n J u l y 1, 1 9 9 1 , a f t e r 
t h e c l o s i n g of t h e f o r m e r S t o c k E x c h a n g e o f C h i n a f o r t y 
y e a r s a g o . 
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T h e S Z S E o p e r a t e s as a n o n p r o f i t l e g a l e n t i t y u n d e r a 
m e m b e r s h i p s y s t e m . It is e s t a b l i s h e d as a s e l f - r e g u l a t o r y 
t r a d e o r g a n i z a t i o n t h a t o r g a n i z e s t h e t r a d i n g o f l i s t e d 
s e c u r i t i e s a n d p r o v i d e s f o r c l e a r i n g , s e t t l e m e n t , 
c u s t o d i a l , a n d r e g i s t r a t i o n s e r v i c e s . A l t h o u g h it is a 
s e l f - r e g u l a t o r y b o d y , t h e e x c h a n g e is r e g u l a t e d b y t h e 
P e o p l e ' s B a n k o f C h i n a , S h e n z h e n , a n d t h e S h e n z h e n 
M u n i c i p a l G o v e r n m e n t . 
FIGURE 1 
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The h i e r a r c h y of the S Z S E is s i m i l a r to t h a t of the 
S h a n g h a i S t o c k E x c h a n g e (SHSE) a n d is s h o w n in F i g u r e 1 . 
The A s s e m b l y of M e m b e r s is the h i g h e s t o r g a n of the S Z S E , 
a n d it i n c l u d e s an E x e c u t i v e C o u n c i l (the d e c i s i o n - m a k i n g 
b o d y ) a n d a S u p e r v i s o r y C o m m i t t e e (the r e g u l a t o r y b o d y ) . 
A g e n e r a l m a n a g e r is r e s p o n s i b l e for the d a i l y o p e r a t i o n s 
of t h e e x c h a n g e . 
T h e n u m b e r of m e m b e r s of the S Z S E h a s g r o w n r a p i d l y s i n c e 
t h e o p e n i n g of t h e e x c h a n g e in 1 9 9 1 . A s of M a r c h , 1 9 9 2 , 
t h e r e w e r e 15 m e m b e r s r e p r e s e n t i n g b a n k s a n d o t h e r 
f i n a n c i a l i n s t i t u t i o n s , of w h o m a l l w e r e f r o m l o c a l 
i n s t i t u t i o n s or l o c a l b r a n c h e s of n a t i o n a l i n s t i t u t i o n s . 
In 1 9 9 7 , t h e S Z S E h a d 512 r e g i s t e r e d m e m b e r s f r o m a l l 
a r o u n d t h e w o r l d . 
In a d d i t i o n , m o r e a n d m o r e i n v e s t o r s p a r t i c i p a t e in t h e 
S h e n z h e n s t o c k m a r k e t a n d t h i s n u m b e r w i l l i n c r e a s e v e r y 
r a p i d l y in t h e f u t u r e . In 1 9 9 4 , t h e t r a n s a c t i o n v o l u m e 
a m o u n t e d to a b o u t R M B 30.8 b i l l i o n . 
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Profiles of the listing companies on the SZSE 
Capital raised and market capitalization 
T h e p r i n c i p a l p u r p o s e of t h e s t o c k m a r k e t is to p r o v i d e a 
c h a n n e l for c o m p a n i e s to r a i s e t h e i r c a p i t a l for f u r t h e r 
d e v e l o p m e n t . T a b l e 1 b e l o w s h o w s t he a m o u n t of c a p i t a l 
r a i s e d b y l i s t i n g c o m p a n i e s o n t h e S Z S E f r o m t h e 
e s t a b l i s h m e n t of t h e e x c h a n g e to 1 9 9 7 . F r o m 1 9 9 1 to 1 9 9 2 , 
the c a p i t a l r a i s e d in the S Z S E i n c r e a s e d r a p i d l y b y 
7 8 . 8 7 % b y v i r t u e of t h e o p e n i n g of t h e e x c h a n g e in 1 9 9 1 . 
T h e r e w a s o n l y an o v e r - t h e - c o u n t e r m a r k e t in S h e n z h e n in 
1990 a n d o n l y R M B 2 0 0 . 7 8 m i l l i o n w a s r a i s e d b y t h i s 
m a r k e t in t h i s y e a r . A f t e r t h e o p e n i n g o f t h e S Z S E , t h e 
a m o u n t r a i s e d in 1 9 9 1 g r e w to R M B 5 7 8 . 5 3 m i l l i o n . T h e 
s t o c k m a r k e t s in C h i n a w e r e s t r o n g l y s t i m u l a t e d b y t h e 
s p e e c h of M r . D e n g X i a o p i n g in S h e n z h e n in e a r l y 1 9 9 2 . 
The f i g u r e s in T a b l e 1 s h o w s t h a t c a p i t a l r a i s e d 
i n c r e a s e d s i g n i f i c a n t l y f r o m R M B 1 , 0 3 4 . 8 0 m i l l i o n in 1992 
to R M B 1 0 , 8 5 6 . 4 8 m i l l i o n in 1 9 9 3 . 
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TABLE 1 
PROFILES OF 、A SHARE' STOCKS ON THE SZSE 
Year Number of Fund Raised No. of issued shares Fund raised per share Market Capitalization 
Listing Companies 
(R^B mn) (million) (RMBpershare) (RMB 100 mn ) 
1990 2 200.78 i ^ L % N ^ ^ 
1991 6 578.53 357.34 1.62 80 
1992 24 1,034.80 2,323.36 0.45 457 
1993 76 10,856.48 11,151.57 0.97 1 251 
1994 118 7,224.17 20,500.18 0.35 1:032 
1995 127 2,133.12 23,800.59 0.09 872 
1996 227 11,263.28 39,947.94 0.28 4，132 
1997 290 17,301.03 27,182.2 OM g,312* 
Source : Statistical data ofthe SZSE, China Securities on 6th Jan, 1997 and 19th Jan, 1998 
* : The figure represents the total market value ofShenzhen stock market as at 31st Dec 97. i.e. It includes the market 
values ofthe companies with A shares only, B shares only and both A and B shares. 
(The market value ofthe companies with A shares only is not 
available.) 
H o w e v e r , t h e C h i n e s e G o v e r n m e n t i m p l e m e n t e d a s e r i e s of 
m a c r o e c o n o m i c p o l i c i e s for s l o w i n g d o w n t h e g r o w t h of t h e 
e c o n o m y a n d the r i s e of t h e i n f l a t i o n r a t e . In 1 9 9 4 , t h e 
C h i n e s e G o v e r n m e n t t i g h t e n e d t h e c r e d i t of i n d i v i d u a l s 
a n d e n t e r p r i s e s in C h i n a . W i t h l e s s c a s h o n h a n d , 
p e o p l e , s d e m a n d for g o o d s d e c r e a s e d , w h i c h t h u s i m p r o v e d 
t h e i n f l a t i o n of t h e c o u n t r y . A t t h e s a m e t i m e , f e w e r 
p e o p l e p a r t i c i p a t e d in t h e s t o c k m a r k e t s a n d t h i s 
r e t a r d e d t h e p e r f o r m a n c e of t h e s t o c k m a r k e t s . A s a 
r e s u l t , c o m p a n i e s w e r e l e s s i n t e r e s t e d in r a i s i n g t h e i r 
c a p i t a l f r o m t h e s t o c k m a r k e t . T h e a m o u n t o f c a p i t a l 
r a i s e d in 1994 d e c r e a s e d b y 3 3 . 4 6 % as c o m p a r e d to 1 9 93 
a n d a f u r t h e r d e c r e a s e w a s f o u n d in 1 9 9 5 . 
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H o w e v e r , the p o p u l a r i t y of the s t o c k m a r k e t r o s e a g a i n in 
1 9 9 6 . T a b l e 1 s h o w s t h a t 100 c o m p a n i e s h a d t h e i r IP〇 of 
、A s h a r e ' s t o c k s in 1 9 9 6 . A s c o m p a r e d w i t h t h e y e a r 
b e f o r e (1995) , o n l y 9 c o m p a n i e s w e r e l i s t e d on t h e S Z S E . 
In a d d i t i o n , the a m o u n t of c a p i t a l r a i s e d i n c r e a s e d 
s h a r p l y b y 428% in 1 9 9 6 . 
In 1 9 9 7 , a l t h o u g h o n l y 67 c o m p a n i e s w e r e l i s t e d on t h e 
S Z S E , t h e a m o u n t of c a p i t a l r a i s e d s t i l l i n c r e a s e d b y 
5 3 . 6 % in t h i s y e a r . In a d d i t i o n , t h e n u m b e r of 、A s h a r e ' 
s t o c k s i s s u e d d e c r e a s e d in 1 9 9 7 . T h i s t r e n d c o u l d b e 
p r o b a b l y e x p l a i n e d b y t h e n e w p l a n n i n g s c h e m e of t h e 
S t a t e P l a n n i n g C o m m i s s i o n a n d t h e C S R C w h i c h e n c o u r a g e d 
t h e p r i v a t i z a t i o n of l a r g e - s i z e s t a t e - o w n e d e n t e r p r i s e s . 
T h e d e t a i l s w i l l b e d i s c u s s e d in C h a p t e r V I I I of t h i s 
r e p o r t . U n d e r t h e n e w p l a n n i n g s c h e m e , m o s t c o m p a n i e s 
s e l e c t e d to go p u b l i c w e r e l a r g e r in s i z e , w h i c h i m p l i e s 
t h a t t h e i r IPO p r i c e s or i s s u e p r i c e s w e r e h i g h e r . O n t h e 
o t h e r h a n d , t h e a m o u n t of c a p i t a l r a i s e d s t i l l i n c r e a s e d 
t h o u g h t h e n u m b e r of s h a r e s i s s u e d d e c r e a s e d . 
T h e m a r k e t c a p i t a l i z a t i o n of t h e 、A s h a r e ' s t o c k s o n t h e 
S Z S E s h o w s a s i m i l a r t r e n d . 
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Distribution of the share types 
for the listed companies on the SZSE 
A c c o r d i n g to the p r e s e n t l i s t i n g r e g u l a t i o n s , s t a t e 
s h a r e s a n d l e g a l p e r s o n s h a r e s c a n n o t b e o f f e r e d to the 
p u b l i c , a n d i n t e r n a l e m p l o y e e s h a r e c a n o n l y b e 
t r a n s f e r r e d u n d e r s t r i c t r e s t r i c t i o n s . O n l y s o c i a l p u b l i c 
s h a r e s c a n b e t r a n s f e r r e d in C h i n a . T a b l e 2 s h o w s t h e 
d i s t r i b u t i o n of the s h a r e t y p e s of t h e l i s t i n g c o m p a n i e s 
on t he S Z S E at t h e e n d of 1 9 9 5 . 
TABLE 2 
DISTRIBUTION OF SHARE TYPE LISTED 
ON THE SZSE AT THE END OF 1995 
Types of Stock Public Amount Issued Percentage 
Issue 
(Par Value ) 
State Share i ^ 755,022 32.33% 
Promoters‘ Legal Person NO 400,009 17.13% 
Share 
Social Legal Person Share NO 301,840 12.93% 
Social Public Share YES 830,483 35.56% 
Internal Employee Share NO 27,225 1.17% 
Other special kind of NO 20,680 0.89% 
share  
l<mt>^ ^ g ^ 3 a s ^ M ^ • tm% 
Source : Henry M o k , Leslie Young and others, "Securities Markets 
in China" 
• : It excludes B Share, H Share, Warrant and Foreign Investors‘ 
Legal Person Share 
• : The data at the end of 1995 is the latest data available. 
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Distribution of listing companies 
on the SZSE in different sectors 
A t t he e n d of 1 9 9 6 , T a b l e 3 s h o w s t h a t a b o u t 63% of the 
l i s t i n g c o m p a n i e s on t h e S Z S E a r e i n d u s t r i a l c o m p a n i e s , 
w h i c h r e f l e c t s t he f a c t t h a t m a n u f a c t u r i n g a n d p r o d u c t i o n 
c o m p a n i e s u s e d t he s t o c k m a r k e t e x t e n s i v e l y to r a i s e 
t h e i r c a p i t a l . P u b l i c u t i l i t i e s a n d f i n a n c e c o m p a n i e s 
w e r e t h e s e c o n d l a r g e s t k i n d of l i s t i n g c o m p a n i e s o n the 
S Z S E a n d a r e i n c r e a s i n g l y u s i n g t h e s t o c k m a r k e t for 
c a p i t a l r a i s i n g . T h i s i n c r e a s i n g t r e n d s h o w s t h a t t h e 
c e n t r a l g o v e r n m e n t is f o c u s i n g m u c h o n i n f r a s t r u c t u r e 
p r o j e c t s in C h i n a . 
TABLE 3 
SECTOR DISTRIBUTION OF THE SZSE AS AT 3lST DECEMBER, 1996 
Sector Number of listing Sector/Total 
conpanies (%) 
in each sector 
Industrial ‘ M 9 62.87% 
Public 23 9.70% 
Utilities 
Commerce 3 1.27% 
Property 18 7.59% 
Conglomerate 18 7.59% 
Finance 26 10.97% 
^ ^ 袋3? W % . 
‘‘• ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘. ‘ • • ‘. ‘ •••• 丫“-“-.-,-.-.-.-.-.-.-.-.-.-.-.…^^ 
Source : 1997 Annual Report on Shenzhen Stock Market 
T h e c o m m e r c e s e c t o r is t h e s m a l l e s t s e c t o r in t h e 
S h e n z h e n s t o c k m a r k e t p r o b a b l y b e c a u s e t h e c e n t r a l 
g o v e r n m e n t d o e s n o t f o c u s o n t h e d e v e l o p m e n t of c o m p a n i e s 
in t h i s s e c t o r . T h e n u m b e r of l i s t i n g p r o p e r t y c o m p a n i e s 
is e x p e c t e d to i n c r e a s e in t h e f u t u r e b e c a u s e of t h e 
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g o v e r n m e n t p o l i c y in r e s p e c t of the conutiercialization of 
p r o p e r t i e s , e s p e c i a l l y r e s i d e n t i a l p r o p e r t i e s , in C h i n a . 
Types of listed companies in China's stock market 
N e a r l y a l l the l i s t i n g c o m p a n i e s o n b o t h S Z S E a n d S H S E 
a r e s t a t e - o w n e d e n t e r p r i s e s . S i n c e t he o p e n i n g of t h e two 
s t o c k e x c h a n g e s , o n l y four p r i v a t e c o m p a n i e s c a n g r a n t 
t h e i r l i s t i n g s t a t u s . 
Selection criteria of stock exchange for new issues 
T h e s t a t e - o w n e d e n t e r p r i s e s c a n c h o o s e to l i s t o n e i t h e r 
t h e S h a n g h a i S t o c k E x c h a n g e or t h e S h e n z h e n S t o c k 
E x c h a n g e . T h e s e l e c t i o n of t h e s t o c k e x c h a n g e is b a s e d o n 
t h r e e c r i t e r i a : 
1 . T h e p e r f o r m a n c e a n d t r a d i n g v o l u m e of t h e s e c o n d a r y 
m a r k e t in t h e s e t w o e x c h a n g e s a r e m o s t c r u c i a l to 
s t a t e - o w n e d e n t e r p r i s e s in t h e s e l e c t i o n of t h e s t o c k 
e x c h a n g e . U p o n l i s t i n g , a b o u t 10% of t h e i s s u e d 、A 
s h a r e , is u s u a l l y g i v e n to t h e e m p l o y e e s o f t h e s t a t e -
o w n e d e n t e r p r i s e s a n d t h i s k i n d of s h a r e c a n o n l y b e 
s o l d to t h e s e c o n d a r y m a r k e t a f t e r t h e s h a r e s of t h e 
s t a t e - o w n e d e n t e r p r i s e h a v e b e e n t r a d e d o n t h e s t o c k 
e x c h a n g e for at l e a s t s i x m o n t h s . T h e p e r f o r m a n c e a n d 
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t r a d i n g v o l u m e of t h e s e c o n d a r y m a r k e t c a n a f f e c t the 
i n t e r e s t s of the e m p l o y e e s of the s t a t e - o w n e d 
e n t e r p r i s e s a n d t h u s b e c o m e o n e of the s e l e c t i o n 
c r i t e r i a of the s t o c k e x c h a n g e for n e w i s s u e s . 
2 . T h e s e r v i c e s p r o v i d e d b y the s t o c k e x c h a n g e a n d t h e 
t i m e r e q u i r e d for the a d m i n i s t r a t i v e p r o c e d u r e s a r e 
o t h e r i m p o r t a n t f a c t o r s for t h e s e l e c t i o n of a s t o c k 
e x c h a n g e . 
• 
3 . T h e c o s t of the l i s t i n g a p p l i c a t i o n fee a n d t r a n s a c t i o n 
l e v i e s c h a r g e d a l s o i n f l u e n c e t h e a t t r a c t i v e n e s s of t h e 
s t o c k e x c h a n g e to l i s t i n g c o m p a n i e s . 
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Chapter III 
IPO OF 、A SHARE' STOCKS ON THE SHENZHEN STOCK EXCHANGE 
T h i s c h a p t e r s e r v e s to d e s c r i b e s e v e r a l i m p o r t a n t i s s u e s 
in r e l a t i o n to t h e IPO of 'A s h a r e ' s t o c k s o n t h e S Z S E . 
T h e y i n c l u d e : 
• b a s i c q u a l i f i c a t i o n s for l i s t i n g o n t h e S Z S E 
參 l i s t i n g p r o c e d u r e s 
• m e t h o d of l i s t i n g 
• p r o f e s s i o n a l a d v i s e r s 
• p r e - l i s t i n g r e s t r u c t u r i n g of s t a t e - o w n e d e n t e r p r i s e s 
• d o c u m e n t s r e q u i r e d for l i s t i n g a p p l i c a t i o n 
• p r o s p e c t u s for l i s t i n g 
• p r o f i t e s t i m a t e in t h e IP〇 P r o s p e c t u s 
• r e q u i r e m e n t for f u r t h e r i s s u e of s h a r e s a f t e r l i s t i n g 
• p r o b l e m s f a c e d b y t h e r e g u l a t o r y b o d i e s 
Basic qualifications for listing on the SZSE 
T h e f o l l o w i n g c r i t e r i a m u s t b e f u l f i l l e d b e f o r e t h e 、A 
s h a r e s ' of a c o m p a n y a r e a c c e p t e d f or l i s t i n g o n t h e S Z S E : 
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1. T h e 、A s h a r e s ' of the c o m p a n y h a v e b e e n p u b l i c l y 
i s s u e d . 
2 . T h e p a i d - u p s h a r e c a p i t a l of the c o m p a n y a f t e r IP〇 
s h o u l d n o t b e l e s s t h a n R M B 50 m i l l i o n . 
3 . N o t l e s s t h a n 1, 000 s h a r e h o l d e r s h o l d s h a r e s w i t h t o t a l 
p a r v a l u e s of R M B 1, 000 or m o r e ; a n d e a c h s h a r e h o l d e r 
h a s to h o l d s h a r e s w i t h the t o t a l p a r v a l u e s of at 
l e a s t R M B 1 , 0 0 0 . 
4 . T h e p r o f i t of t h e c o m p a n y h a s to e x c e e d at l e a s t 10 
p e r c e n t of t h e n e t a s s e t v a l u e of t h e c o m p a n y . 
5 . T h e c o m p a n y or t h e p r e d e c e s s o r of t h e c o m p a n y b e f o r e 
r e o r g a n i z a t i o n m u s t h a v e h a d at l e a s t t h r e e c o n s e c u t i v e 
y e a r s of p r o f i t a b i l i t y p r i o r to t h e y e a r of t h e s h a r e 
i s s u e . 
6. P u b l i c s h a r e h o l d i n g s h o u l d e x c e e d 25% of t h e t o t a l 
i s s u e d s h a r e c a p i t a l a n d s h a r e s h e l d b y t h e c o m p a n y ' s 
e m p l o y e e s c a n n o t e x c e e d 10% of t h e p u b l i c s h a r e h o l d i n g . 
7 . T h e c o m p a n y m u s t b e l e g a l l y r e g i s t e r e d w i t h t h e 
I n d u s t r i a l / C o m m e r c i a l A d m i n i s t r a t i o n D i v i s i o n of t h e 
m u n i c i p a l g o v e r n m e n t in S h e n z h e n . 
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8 . T h e c o m p a n y h a s to c o m p l y w i t h o t h e r l i s t i n g r u l e s 
r e q u i r e d b y the S t a t e C o u n c i l S e c u r i t i e s C o m m i s s i o n . 
Listing procedures 
A l l c o m p a n i e s i n c o r p o r a t e d in C h i n a h a v e to a c c o m p l i s h 
the p r o c e d u r e s d e p i c t e d in F i g u r e 2, no m a t t e r w h e t h e r 
t h e y a r e g o i n g to b e l i s t e d o n e i t h e r t h e S Z S E or the 
S H S E . 
FIGURE 2 
FLOWCHART TO SHOW THE LISTING PROCEDURES 
OF 、A SHARE' STOCK ON THE SZSE 
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In t h e f i r s t p l a c e , o n c e a c o m p a n y d e c i d e s to o f f e r i ts 
s h a r e s to t h e p u b l i c , it h a s to a p p o i n t a g r o u p of 
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p r o f e s s i o n a l s . T h e y i n c l u d e a f i r m of c e r t i f i e d p u b l i c 
a c c o u n t a n t s , a law f i r m a n d an a s s e t v a l u a t i o n 
i n s t i t u t i o n . A l l of t h e s e m u s t b e a p p r o v e d b y the C S R C to 
c a r r y on s e c u r i t i e s - r e l a t e d b u s i n e s s . T h e s e p r o f e s s i o n a l s 
a r e r e s p o n s i b l e for e v a l u a t i n g t h e c r e d i t , a s s e t v a l u e 
a n d f i n a n c i a l p e r f o r m a n c e of t h i s c o m p a n y a n d f o r m i n g an 
i n d e p e n d e n t o p i n i o n in t h e s e s e v e r a l a r e a s . T h e y a l s o 
p r e p a r e t h e r e p o r t s w h i c h i n c l u d e t h e i r i n d e p e n d e n t 
o p i n i o n s a n d w h i c h w i l l b e s e n t t o g e t h e r w i t h t h i s 
c o m p a n y ' s l i s t i n g a p p l i c a t i o n to t h e p r o v i n c i a l or 
m u n i c i p a l g o v e r n m e n t a n d the r e l e v a n t i n s t i t u t i o n s of t h e 
S t a t e C o u n c i l for a p p r o v a l . 
T h e p r o v i n c i a l or m u n i c i p a l g o v e r n m e n t r e v i e w s t h e 
l i s t i n g a p p l i c a t i o n of t h i s c o m p a n y a n d t h e y w i l l i s s u e 
t h e i r r e c o m m e n d a t i o n on t h i s l i s t i n g a p p l i c a t i o n w i t h i n 
30 w o r k i n g d a y s . If the r e c o m m e n d a t i o n is to a p p r o v e t h e 
l i s t i n g , it w i l l b e f o r w a r d e d to t h e C S R C for its r e v i e w . 
C S R C w i l l i s s u e its r e c o m m e n d a t i o n on t h e l i s t i n g 
a p p l i c a t i o n w i t h i n 20 w o r k i n g d a y s . T h i s r e c o m m e n d a t i o n 
w i l l a l s o b e s e n t to t h e S t a t e C o u n c i l S e c u r i t i e s 
C o m m i s s i o n . If t h e C S R C ' s r e c o m m e n d a t i o n a g r e e s w i t h t h a t 
of t h e p r o v i n c i a l or m u n i c i p a l g o v e r n m e n t , t h e c o m p a n y 
c a n t h e n a p p l y to o n e of t h e s t o c k e x c h a n g e s for l i s t i n g 
a n d if i t s a p p l i c a t i o n is a p p r o v e d b y t h e L i s t i n g 
C o m m i t t e e , t h e l i s t i n g is g r a n t e d . 
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Methods of listing 
S e c u r i t i e s c a n b e l i s t e d b y a n u m b e r of m e t h o d s . In 
C h i n a ' s s t o c k m a r k e t s , for b o t h t he S h e n z h e n S t o c k 
E x c h a n g e a n d the S h a n g h a i S t o c k E x c h a n g e , 、A s h a r e s ' h a v e 
to b e o f f e r e d to t h e p u b l i c b y t h e m e t h o d of ''offer for 
subscription''. A n 、、〇ffer for subscr i p t i o n ' ' m e a n s t he 
o f f e r of n e w s e c u r i t i e s to t h e p u b l i c b y s o m e o n e o n 
b e h a l f of t h e i s s u e r . T h e s u b s c r i p t i o n of 、A s h a r e s ' m u s t 
b e f u l l y u n d e r w r i t t e n b y 、、qualified、、 s e c u r i t i e s h o u s e s 
a n d t h e p r o c e e d s of t h e i s s u e a r e t h e r e f o r e g u a r a n t e e d . A 
c o m m i s s i o n is u s u a l l y c h a r g e d for u n d e r w r i t i n g t h e i s s u e . 
T h e C S R C e x a m i n e s t h e c a p i t a l , a s s e t s , f i n a n c i a l 
l e v e r a g e , o p e r a t i n g r e s u l t s a n d u n d e r w r i t i n g e x p e r i e n c e 
of s e c u r i t i e s h o u s e s in C h i n a e v e r y y e a r , a n d d e c i d e s 
w h i c h s e c u r i t i e s h o u s e s c a n b e q u a l i f i e d to c a r r y o u t t h e 
u n d e r w r i t i n g b u s i n e s s . 
T h e m e t h o d of 、、〇ffer for s u b s c r i p t i o n " c a n p r o v i d e t w o 
l e v e l s of p r o t e c t i o n . A t o n e l e v e l , b o t h t h e i s s u e r a n d 
i n v e s t o r s a r e a s s u r e d t h a t t h e f u l l a m o u n t o f t h e f u n d s 
to b e r a i s e d w i l l b e a c t u a l l y r e c e i v e d b y t h e i s s u e r . A t 
a n o t h e r l e v e l , it a s s u r e s t h e S Z S E t h a t t h e i s s u e r a n d 
its b u s i n e s s h a v e b e e n r e v i e w e d a n d f o u n d a p p r o p r i a t e b y 
an ''independent p e r s o n " o r an i n v e s t m e n t b a n k w h i c h is 




A s s h o w n in f i g u r e 2, s e v e r a l p r o f e s s i o n a l a d v i s e r s are 
i n v o l v e d in the l i s t i n g p r o c e d u r e s b e c a u s e it is 
e s s e n t i a l to c o m m u n i c a t e a s i g n i f i c a n t a m o u n t of b u s i n e s s 
a n d f i n a n c i a l i n f o r m a t i o n to t h e p u b l i c in a w a y tha't 
i n s p i r e s c o n f i d e n c e . S i m i l a r to the s i t u a t i o n in 
d e v e l o p e d s t o c k m a r k e t s , t h e fo u r m o s t i m p o r t a n t 
p r o f e s s i o n a l a d v i s e r s in C h i n a a r e s p o n s o r s , a s s e t 
v a l u a t i o n c o m p a n i e s , a u d i t o r a n d l e g a l a d v i s e r s . O n l y t h e 
r o l e p l a y e d b y t h e s p o n s o r is d e s c r i b e d h e r e as t h a t of 
th e t h r e e o t h e r p a r t i e s a re v e r y o b v i o u s a n d s i m i l a r to 
t h o s e in o t h e r s t o c k m a r k e t s . 
T h e s p o n s o r , n o r m a l l y a s e c u r i t i e s h o u s e in C h i n a , is t h e 
m o s t i m p o r t a n t p a r t y in t h e l i s t i n g p r o c e d u r e s . O n 5 t h 
S e p t e m b e r , 1 9 9 5 , t h e C S R C o r d e r e d t h a t a l l t h e p u b l i c 
i s s u e s of s h a r e s , b o t h 'A s h a r e ' a n d 、B s h a r e ' , t h r o u g h 
t h e t w o e x c h a n g e s in C h i n a m u s t b e s p o n s o r e d so as to 
e n s u r e t h a t a l l t h e l i s t i n g c o m p a n i e s c o m p l y w i t h t h e 
p r o v i s i o n s of t h e C o m p a n y L a w a n d o t h e r r e l e v a n t l a w s . 
A n i s s u e r u s u a l l y e n t e r s a s p o n s o r s h i p a g r e e m e n t w i t h a 
l o c a l s e c u r i t i e s h o u s e in C h i n a . T h e s p o n s o r s h i p 
r e l a t i o n s h i p b e t w e e n a n i s s u e r a n d its s p o n s o r e x i s t s 
f r o m t h e s i g n i n g o f t h e s p o n s o r s h i p a g r e e m e n t to a t l e a s t 
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o n e y e a r a f t e r the l i s t i n g of the c o m p a n y . T h e s p o n s o r is 
r e s p o n s i b l e for : 
• c o o r d i n a t i n g the w o r k of the v a r i o u s a d v i s e r s 
• p r e p a r i n g a t i m e t a b l e 
• a d v i s i n g o n the p r i c e , s i z e , a n d n a t u r e of t h e i s s u e 
• m a n a g i n g t h e m a r k e t i n g of the s h a r e s 
• e n s u r i n g t h a t t h e i n f o r m a t i o n p r o v i d e d in t h e i s s u e 
d o c u m e n t s is a c c u r a t e 
• e n s u r i n g t h a t m a n a g e m e n t c a n m e e t t h e i r o b l i g a t i o n s as 
d i r e c t o r s of a p u b l i c c o m p a n y 
• l o d g i n g t h e l i s t i n g a p p l i c a t i o n t o g e t h e r w i t h a l l 
s u p p o r t i n g d o c u m e n t a t i o n w i t h t h e S Z S E or S H S E 
• dealing with all matters arising in connection with the 
listing application raised by the exchange 
• e n s u r i n g t h a t t h e i s s u e r c a n s t i l l c o m p l y w i t h t h e 
p r o v i s i o n s of C o m p a n y L a w a n d o t h e r r e l e v a n t L a w s a f t e r 
l i s t i n g 
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T h e s p o n s o r h a s to s e n d a r e p o r t in r e s p e c t of its 
p r e p a r a t i o n of p r e - l i s t i n g w o r k t o g e t h e r w i t h t he l i s t i n g 
a p p l i c a t i o n of the i s s u e r . 
Pre-listing restructuring of state-owned enterprises 
A n e w l i m i t e d c o m p a n y is e s t a b l i s h e d as a w h o l l y - o w n e d 
s u b s i d i a r y of the s t a t e - o w n e d e n t e r p r i s e w h i c h is g o i n g 
to l i s t o n t h e s t o c k e x c h a n g e . T h i s s u b s i d i a r y is the 
v e h i c l e for c a p i t a l r a i s i n g a n d s h o u l d i n c l u d e t h e m a j o r 
b u s i n e s s e s of the s t a t e - o w n e d e n t e r p r i s e . T h e r e f o r e , t h e 
s t a t e - o w n e d e n t e r p r i s e u s u a l l y i n j e c t s c e r t a i n a s s e t s a n d 
l i a b i l i t i e s t h a t a re r e l e v a n t to t h e m a j o r b u s i n e s s e s to 
th e n e w l y f o r m e d s u b s i d i a r y . 
A c t u a l l y , n o t a l l t h e a s s e t s a n d l i a b i l i t i e s t h a t a re 
r e l e v a n t to t h e m a j o r b u s i n e s s e s of t h e s u b s i d i a r y a r e 
i n j e c t e d . F or e x a m p l e , t h e s t a f f w e l f a r e of a s t a t e - o w n e d 
e n t e r p r i s e , s u c h as t h e h o s p i t a l s a n d s c h o o l s for 
e m p l o y e e s , is n o t p r o f i t - m a k i n g a n d is u s u a l l y n o t 
i n c l u d e d in its l i s t i n g s u b s i d i a r y . It is q u i t e o b v i o u s 
t h a t s t a f f w e l f a r e is t h e b u r d e n of t h e s t a t e - o w n e d 
e n t e r p r i s e a n d c o u l d l o w e r t h e p r o f i t a b i l i t y o f t h e 
l i s t i n g c o m p a n y if it is i n j e c t e d i n t o i t . F o r o b t a i n i n g 
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b e t t e r s u b s c r i p t i o n r e s u l t s u p o n IP〇, o n l y p r o f i t a b l e 
i t e m s a r e i n j e c t e d into t h e l i s t i n g c o m p a n i e s . 
T h i s s t a f f w e l f a r e e i t h e r r e m a i n s in t h e h o l d i n g s t a t e -
o w n e d e n t e r p r i s e or is i n j e c t e d in a n e w c o m p a n y w h i c h is 
h e l d b y t h e h o l d i n g s t a t e - o w n e d e n t e r p r i s e a n d is u s u a l l y 
g i v e n l a n d d e v e l o p m e n t r i g h t s to e a r n t he p r o f i t s to 
s u p p o r t t h e s t a f f w e l f a r e e x p e n s e s . 
Documents required for listing application 
1. I s s u e r ' s L i s t i n g A p p l i c a t i o n R e p o r t 
2 . S p o n s o r ' s R e p o r t o n t h e p r e p a r a t i o n of p r e - l i s t i n g w o r k 
3 . R e s o l u t i o n of t h e E x t r a o r d i n a r y G e n e r a l M e e t i n g in 
r e s p e c t of the IPO 
4 . A p p r o v a l d o c u m e n t s in r e s p e c t of t h e i n c o r p o r a t i o n of 
th e i s s u e r 
5 . T h e B u s i n e s s R e g i s t r a t i o n C e r t i f i c a t e of l i m i t e d 
c o m p a n i e s i s s u e d b y S t a t e A d m i n i s t r a t i o n of I n d u s t r y 
a n d C o m m e r c e of t h e P R C 
6. T h e i s s u e r ' s M e m o r a n d u m a n d A r t i c l e s of A s s o c i a t i o n 
7 . P r o s p e c t u s 
8 . T h e r e p o r t p r e s e n t i n g t h e u s e of p r o c e e d s f r o m IP〇 
9 . A u d i t o r R e p o r t a n d t h r e e c o n s e c u t i v e y e a r s o f a u d i t e d 
f i n a n c i a l s t a t e m e n t s o f t h e i s s u e r 
1 0 . L e g a l a d v i c e r e p o r t d u l y s i g n e d b y t w o l a w y e r s 
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1 1 . A s s e t v a l u a t i o n r e p o r t s d u l y s i g n e d b y two r e l e v a n t 
p r o f e s s i o n a l s 
1 2 . U n d e r w r i t i n g a g r e e m e n t s 
1 3 . 0 t h e r r e l e v a n t d o c u m e n t s r e q u i r e d b y p r o v i n c i a l 
g o v e r n m e n t or the r e l e v a n t m i n i s t r i e s a n d c o m m i s s i o n s 
Prospectus for IPO 
T h e p r o s p e c t u s for IP〇 of all A & B s h a r e s h a s to i n c l u d e 
a l l t h e f o l l o w i n g c o n t e n t s : 
I . S u m m a r y of i m p o r t a n t i n f o r m a t i o n 
2 . D e f i n i t i o n s 
3 . P r e l i m i n a r y 
4 . P a r t i e s in the 、A s h a r e ' i s s u e 
5. Risk factors 
6. U s e of p r o c e e d s 
7 . P r o f i t d i s t r i b u t i o n s c h e m e 
8 . A s s e t c o n f i r m a t i o n r e p o r t 
9 . U n d e r w r i t i n g s c h e m e 
1 0 . P a r t i c u l a r s of t h e i s s u e r 
I I . T h e A r t i c l e s of A s s o c i a t i o n of t h e i s s u e r 
1 2 . M e m b e r l i s t of t h e i s s u e r ' s o r g a n i z i n g c o m m i t t e e for 
l i s t i n g 
1 3 . 0 p e r a t i n g r e s u l t s b e f o r e l i s t i n g 
1 4 . S h a r e c a p i t a l 
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1 5 . L i a b i l i t i e s 
1 6 . F i x e d a s s e t s 
1 7 . I n d e p e n d e n t A c c o u n t a n t s ' R e p o r t 
1 8 . A u d i t e d F i n a n c i a l a c c o u n t i n g i n f o r m a t i o n 
1 9 . A s s e t v a l u a t i o n r e p o r t 
2 0 . P r o f i t e s t i m a t e 
2 1 . F u t u r e p l a n s a n d p r o s p e c t s 
2 2 . G e n e r a l i n f o r m a t i o n 
2 3 . S i g n a t u r e s of t h e u n d e r w r i t e r s a n d a l l t h e m e m b e r s of 
th e i s s u e r ' s o r g a n i z i n g c o m m i t t e e for l i s t i n g . 
In a d d i t i o n , a l l t h o s e p r o s p e c t u s m u s t b e p u b l i s h e d in at 
l e a s t o n e of t h e f o l l o w i n g n e w s p a p e r s in C h i n a : S h a n g h a i 
S e c u r i t i e s D a i l y , C h i n a S e c u r i t i e s H e r a l d a n d S h e n z h e n 
F i n a n c i a l T i m e s . 
Profit estimate in the IPO Prospectus 
A s in H o n g K o n g , a l l t h e s p o n s o r s of n e w i s s u e s h a v e to 
p r e p a r e at l e a s t o n e y e a r f o r e c a s t of p r o f i t of t h e 
c o m p a n i e s a f t e r t h e l i s t i n g . T h i s p r o j e c t e d i n f o r m a t i o n 
h a s to b e v e r y a c c u r a t e a n d d i s c l o s e d in t h e p r o s p e c t u s . 
Requirements for further issue of shares after listing 
If a l i s t e d c o m p a n y p l a c e s n e w s h a r e s f or f u r t h e r f u n d 
r a i s i n g o n e y e a r a f t e r l i s t i n g , it h a s to a c h i e v e a 
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p r o f i t at l e a s t e q u a l to 10% of its o w n n e t a s s e t v a l u e 
o n e y e a r a f t e r l i s t i n g . O n c e t h i s c o m p a n y f a i l s to e a r n a 
n e t p r o f i t a f t e r t a x a t i o n e q u a l to 10% of its o w n n e t 
a s s e t v a l u e in a p a r t i c u l a r y e a r , it is n o t a l l o w e d to 
p l a c e n e w s h a r e s in t h i s y e a r a n d the f o l l o w i n g t w o 
c o n s e c u t i v e y e a r s a f t e r l i s t i n g . 
Problems faced by the regulatory bodies 
In o r d e r to f u l f i l l t h e r e q u i r e m e n t s of t h e IPO as w e l l 
as t he q u a l i f i c a t i o n of i s s u i n g s h a r e s for c a p i t a l 
r a i s i n g a f t e r l i s t i n g , m a n y c o m p a n i e s p r e p a r e f a u l t y 
f i n a n c i a l s t a t e m e n t s w h i c h c a n f u l f i l l t h i s r e q u i r e m e n t . 
T h e r e f o r e , m o s t of t h e l i s t e d s t a t e - o w n e d e n t e r p r i s e s 
c a n n o t h a v e a g o o d f i n a n c i a l p e r f o r m a n c e a f t e r l i s t i n g . 
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CHAPTER IV 
PARTICULARS OF JIANGXI GANNENG COMPANY LIMITED 
T h i s c h a p t e r f o c u s e s on the c a s e s t u d y of t h e i n i t i a l 
p u b l i c o f f e r i n g s of J i a n g x i G a n n e n g C o m p a n y L i m i t e d o n 
th e S Z S E . T h e b a c k g r o u n d of t h i s t a r g e t c o m p a n y is 
p r e s e n t e d in t h i s c h a p t e r u n d e r v a r i o u s t o p i c s . 
History, Development and Reorganization 
J i a n g x i G a n n e n g C o m p a n y L i m i t e d (The C o m p a n y ) is a s t a t e -
o w n e d e n t e r p r i s e w i t h d o m i c i l e in t h e J i a n g x i P r o v i n c e of 
C h i n a . It w a s p r o m o t e d b y b o t h t h e J i a n g x i P r o v i n c i a l 
Investment Company and the Jiangxi Provincial Power 
C o m p a n y in J u l y 1997 b y s u b s c r i b i n g to t h e m e m o r a n d u m . 
T h e J i a n g x i P r o v i n c i a l I n v e s t m e n t C o m p a n y a n d t h e J i a n g x i 
P r o v i n c i a l E l e c t r i c P o w e r C o m p a n y r e s t r u c t u r e d t h e i r 
a s s e t s a n d i n j e c t e d t h e i r c o - d e v e l o p e d J i a n g x i P i n g x i a n g 
P o w e r S t a t i o n i n t o t h e C o m p a n y a f t e r t h e n e t a s s e t v a l u e 
of t h i s p o w e r s t a t i o n w a s v a l u e d p r o p e r l y b y an 
a u t h o r i z e d e x p e r t . 
T h e p r e d e c e s s o r of t h e C o m p a n y , J i a n g x i P i n g x i a n g P o w e r 
S t a t i o n , h a d a l o n g h i s t o r y . It w a s c a l l e d ''Pingxiang 
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M i n i n g M i n i s t e r i a l P o w e r Station、、 at t h e b e g i n n i n g of its 
h i s t o r y . T h e P h a s e 工 c o n s t r u c t i o n w o r k of J i a n g x i 
P i n g x i a n g P o w e r S t a t i o n s t a r t e d in O c t o b e r 1958 to b u i l d 
the N o . 1 e l e c t r i c i t y g e n e r a t o r w i t h a c a p a b i l i t y of 6 M W . 
T h i s p o w e r s t a t i o n b e g a n to o p e r a t e a n d w a s r e n a m e d t h e 
''Pingxiang P o w e r S t a t i o n " in 1 9 5 9 . T h e M i n i s t r y of 
E l e c t r i c P o w e r of J i a n g x i P r o v i n c e t o o k c o n t r o l of t h i s 
p o w e r s t a t i o n in 1 9 75 a n d c a l l e d it b y its p r e s e n t n a m e 
of ''Jiangxi P i n g x i a n g P o w e r Station''. 
In t h e a l m o s t f o r t y - y e a r d e v e l o p m e n t of J i a n g x i P i n g x i a n g 
P o w e r S t a t i o n , it h a d four p h a s e s of t e c h n o l o g y 
r e n o v a t i o n a n d c o n s t r u c t i o n d u r i n g w h i c h t h e e l e c t r i c i t y 
g e n e r a t i o n c a p a b i l i t y h a s i n c r e a s e d f r o m 6MW in 1 9 5 9 to 
2 62MW in 1 9 9 6 . 
The t a b l e b e l o w s e t s o u t t h e k e y e v e n t s l e a d i n g to t h e 
d e v e l o p m e n t of t h e C o m p a n y b e f o r e l i s t i n g : 
Key Events 
Date Events 
2 8 t h M a r c h , 1997 J i a n g x i P r o v i n c i a l G o v e r n m e n t 
a p p r o v e d t h e C o m p a n y to b e 
in t h e p r e - s e l e c t e d l i s t o f A 
s h a r e o f f e r i n g in 1 9 9 7 . 
2 n d A p r i l , 1997 J i a n g x i P r o v i n c e S h a r e h o l d i n g 
S y s t e m R e f o r m a t i o n C o m m i s s i o n 
a p p r o v e d t h e e s t a b l i s h m e n t o f 
t h e C o m p a n y b y i n c o r p o r a t i o n . 
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8th A p r i l , 1997 The C o m p a n y p r o p e r l y f i n i s h e d 
t h e r e g i s t r a t i o n p r o c e d u r e s w i t h 
the S t a t e A d m i n i s t r a t i o n of 
I n d u s t r y a n d C o m m e r c e of J i a n g x i 
P r o v i n c e . 
8th J u l y , 1997 N a t i o n a l E l e c t r i c P o w e r 
C o r p o r a t i o n a p p r o v e d t h e 
e s t a b l i s h m e n t of t h e C o m p a n y 
b y i n c o r p o r a t i o n a n d t h e 
s h a r e h o l d i n g s t r u c t u r e of t h e 
C o m p a n y 
2 7 t h J u l y , 1997 T h e C o m p a n y w a s i n c o r p o r a t e d b y 
s u b s c r i b i n g to t h e m e m o r a n d u m b y 
J i a n g x i P r o v i n c i a l I n v e s t m e n t 
C o m p a n y a n d J i a n g x i P r o v i n c i a l 
P o w e r C o m p a n y 
Principal Activities 
T h e C o m p a n y a n d its s u b s i d i a r i e s a r e p r i n c i p a l l y e n g a g e d 
in t h e d e v e l o p m e n t a n d o p e r a t i o n of p o w e r s t a t i o n s in 
J i a n g x i P r o v i n c e as w e l l as t h e i n s t a l l a t i o n a n d 
m a i n t e n a n c e of i n d u s t r i a l b o i l e r s . T h r o u g h its a s s o c i a t e d 
c o m p a n i e s a n d s u b s i d i a r i e s , t h e C o m p a n y is a l s o e n g a g e d 
in t h e i n s t a l l a t i o n a n d m a i n t e n a n c e of e l e c t r i c a l 
f a c i l i t i e s , e l e c t r i c a l t e c h n o l o g y s e r v i c e s a n d 
c o n s u l t i n g , m a i n t e n a n c e o f m a c h i n e r y , p r o p e r t y 
d e v e l o p m e n t a n d m i n e r a l s t r a d i n g . 
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Organization Structure of the Company 
A s d e s c r i b e d in the e a r l y p a r t of t h i s c h a p t e r , the 
p r e d e c e s s o r of t h e C o m p a n y w a s t h e 、、Jiangxi P i n g x i a n g 
P o w e r Station'' a n d h a d o n l y two s h a r e h o l d e r s . T h e 
o r g a n i z a t i o n s t r u c t u r e is s h o w n in F i g u r e 3 . 
FIGURE 3 
Organization structure of the predecessor 
of Jiangxi Ganneng Company Limited 
Jiangxi Provincial ss ,. . ^ ^ . . , »:； 
Investment _ ^ n g x i Provincial • 
Company PowerCompany | 
~ " ^ 靈 纏 ; _ , 総 _ _ _ _ 
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Pre-listing restructuring of the Company 
A s m e n t i o n e d in C h a p t e r I I I , s t a f f w e l f a r e is n o t 
i n j e c t e d i n t o t h e l i s t i n g c o m p a n y . T h e C o m p a n y in t h i s 
c a s e s t u d y f o l l o w e d t h i s t r e n d a n d d i d n o t i n c l u d e t h e 
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s t a f f w e l f a r e o f i t s p r e d e c e s s o r . F i g u r e 4 s h o w s t h e 
o r g a n i z a t i o n s t r u c t u r e o f t h e C o m p a n y a f t e r l i s t i n g . It 
s h o w s t h a t t h e t w o o r i g i n a l s h a r e h o l d e r s , t h e J i a n g x i 
P r o v i n c i a l I n v e s t m e n t C o m p a n y a n d t h e J i a n g x i P r o v i n c i a l 
P o w e r C o m p a n y , i n j e c t e d t h e a s s e t s o f t h e p r e d e c e s s o r 
i n t o t h e C o m p a n y a n d t h e i r s h a r e h o l d i n g in t h e C o m p a n y 
a r e d i l u t e d . 
FIGURE 4 
POST-LISTING ORGANIZATION STRUCTURE 
OF JIANGXI GANNENG COMPANY LIMITED 
Jiangxi Provincial | | . • •舊議: 
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Ownership Structure 
T h e o w n e r s h i p s t r u c t u r e of t h e C o m p a n y u n d e r w e n t a 
s i g n i f i c a n t c h a n g e a f t e r l i s t i n g . T he p r e - l i s t i n g 
o w n e r s h i p s t r u c t u r e is t a b u l a t e d in T a b l e 4 . 
TABLE 4 
PRE-LISTING OWNERSHIP STRUCTURE OF 
JIANGXI GANNENG COMPANY LIMITED 
P r o m o t e r s “ S h a r e t T y p e ~ | N o . o f s h a r e s S h a r e h o l d i n g 
___________________ 
J i a n g x i P r o v i n c i a l L e g a l P e r s o n ~ 1 3 8 , 8 8 0 , 000 62%"^""^ 
I n v e s t m e n t C o m p a n y S h a r e  
J i a n g x i P r o v i n c i a l L e g a l P e r s o n 8 5 , 1 2 0 , 0 0 0 3 ^ 
E l e c t r i c P o w e r S h a r e 
C o m p a n y  
T o t a l N / A 2 2 4 , 0 0 0 , 0 0 0 ~ 100% 
T h e C o m p a n y ' s p r e - l i s t i n g o w n e r s h i p s t r u c t u r e is s i m p l e 
b e c a u s e o n l y l e g a l p e r s o n s h a r e s w e r e i s s u e d . It is 
a c t u a l l y a t y p i c a l o w n e r s h i p s t r u c t u r e of t h e s t a t e - o w n e d 
e n t e r p r i s e s in C h i n a . A l e g a l p e r s o n s h a r e is n o t 
t r a n s f e r a b l e . T h i s a p p l i e s t h e i d e o l o g y of s o c i a l i s m to 
s t a t e - o w n e d e n t e r p r i s e s . In the s o c i a l i s t e c o n o m y , t h e 
e c o n o m y ' s a s s e t s a r e s h a r e d b y a l l t h e c i t i z e n s a n d o w n e d 
b y t h e s t a t e . If l e g a l p e r s o n s h a r e s w e r e t r a n s f e r a b l e , 
it w o u l d i n d i c a t e t h e p o s s i b i l i t y of o w n e r s h i p o t h e r t h a n 
t h e s t a t e , w h i c h w o u l d c e r t a i n l y v i o l a t e t h e i d e o l o g y of 
s o c i a l i s m . 
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TABLE 5 
POST-LISTING OWNERSHIP STRUCTURE OF 
JIANGXI GANNENG COMPANY LIMITED 
Share Type No. of shares Shareholding  
held  
Legal P e r s o n Shares~~“ 一 "^"““ 
held by : - 138, 880, 000 44.80% 
Jiangxi P r o v i n c i a l 85, 120, 000 27.4 6% 
I n v e s t m e n t C o m p a n y 
Jiangxi Provincial Power 
Company  
Listed A Shares held by : - ‘ 
Public investors 7 8 , 2 6 0 , 0 0 0 25.24% 
E m p l o y e e s of the C o m p a n y 1, 740, 000 2.50% 
一 T o t a l 310,000,〇0〇 一 lQQ% 
Upon I P〇 , 8 6 , 000, 000 、A shares' w i t h a p a r value of RMB 
1.00 w e r e newly issued, of which 1, 740,000 s h a r e s w e r e 
given to the e m p l o y e e s o f the C o m p a n y a n d t h e r e m a i n i n g 
w e r e offered to public investors. Table 5 shows the 
o w n e r s h i p s t r u c t u r e a f t e r listing. The l e g a l p e r s o n 
s h a r e s w e r e n o t offered to the public u p o n IP〇 a n d t h e 、 A 
shares' given to the C o m p a n y ' s e m p l o y e e s could o n l y be 
t r a n s f e r r e d under a c e r t a i n r e s t r i c t e d c o n d i t i o n s . 
Management Hierarchy 
The m a n a g e m e n t h i e r a r c h y of the C o m p a n y after l i s t i n g is 
shown in Figure 5. The C o m p a n y ' s m a n a g e m e n t hierarchy 
a d o p t s a functional o r g a n i z a t i o n a l s t r u c t u r e with six 
m a j o r f u n c t i o n a l d e p a r t m e n t s . Each o f the three d e p u t y 
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g e n e r a l m a n a g e r s are r e s p o n s i b l e for m a n a g i n g two 
f u n c t i o n a l d e p a r t m e n t s . The g e n e r a l m a n a g e r of the 
C o m p a n y is r e s p o n s i b l e for the o v e r a l l m a n a g e m e n t of the 
C o m p a n y a n d d i r e c t l y r e p o r t s to t h e B o a r d of D i r e c t o r s . 
T h e C o m p a n y is i n c o r p o r a t e d u n d e r C h i n a ' s C o m p a n y L a w . 
T h e r e f o r e , it is a l e g a l e n t i t y w i t h t h e s e p a r a t i o n of 
o w n e r s h i p a n d m a n a g e m e n t . T h e c o n c e p t of c o m p a n y law in 
C h i n a is s i m i l a r to t h a t in o t h e r c o u n t r i e s . F i g u r e 5 
s h o w s t h a t o n the top of the B o a r d of D i r e c t o r s is t h e 
s h a r e h o l d e r s ' m e e t i n g . T h e s h a r e h o l d e r s ' d e c i s i o n s m a d e 
in t h e s h a r e h o l d e r s ' m e e t i n g h a v e t h e h i g h e s t l e v e l of 
a u t h o r i t y . H o w e v e r , it is o b v i o u s t h a t t h e s h a r e h o l d e r s 
c a n n o t m e e t d a i l y to m a k e e v e r y d e c i s i o n for t h e C o m p a n y . 
A c t u a l l y , t h e s h a r e h o l d e r s d e l e g a t e a l l t h e a u t h o r i t y of 
m a n a g e m e n t to t h e b o a r d of d i r e c t o r s e x c e p t for t h e m o s t 
i m p o r t a n t m a t t e r s , s u c h as t h e a p p o i n t m e n t of d i r e c t o r s 
a n d i n v o l u n t a r y l i q u i d a t i o n . In t h e m a n a g e m e n t h i e r a r c h y , 
t h e s h a r e h o l d e r s ' m e e t i n g is at t h e h i g h e s t l e v e l , as 
s h o w n in F i g u r e 5 . 
T h e C o m p a n y ' s m a n a g e m e n t h i e r a r c h y is t y p i c a l for l i m i t e d 
c o m p a n i e s in C h i n a , w h e t h e r t h e y a r e l i s t e d o n t h e S Z S E , 
S H S E o r t h e S t o c k E x c h a n g e of H o n g K o n g (SEHK) . For 
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e x a m p l e , a s i m i l a r m a n a g e m e n t h i e r a r c h y c o u l d b e f o u n d in 
th e Z h e j i a n g E x p r e s s w a y C o m p a n y L i m i t e d ( 576 H K ) w h i c h 
is a 、H s h a r e ' c o m p a n y o n the S E H K . 
FIGURE 5 
MANAGEMENT HIERARCHY OF JIANGXI GANNENG COMPANY LIMITED 
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Meeting l  
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Financial Performance 
T h e o p e r a t i n g p e r f o r m a n c e of the C o m p a n y is s h o w n in 
T a b l e 6 b e l o w : 
TABLE 6 
AUDITED OPERATING RESULTS OF 
JIANGXI GANNENG COMPANY LIMITED 
iiiiiiiiij^^^ 
Turnover 130, 476, 768 463, 798, 998 452, 558, 008~~ 323, 020, 434 
Operating 34,584,533 147,087,815 157,320,400 102,882,239 
Profit    
Total Profit —34, 1 1 1 , 7 3 9 146,965,695 1 5 6 , 9 2 2 , 7 7 0 ~ 102,815,801 “ 
Net Profit 28, 994, 9 7 8 ~ 124, 920, 841 133, 384, 354 87, 393, 431 
T h e t u r n o v e r of the C o m p a n y i n c r e a s e d y e a r l y f r o m 1994 to 
1996 b y a b o u t 2 1 . 2 9 % . F or t h e C o m p a n y ' s o p e r a t i n g p r o f i t 
a n d n e t p r o f i t , t h e g r o w t h r a t e in t h i s p e r i o d is a b o u t 
2 3 . 2 0 % a n d 2 3 . 1 4 % r e s p e c t i v e l y . 
S e v e r a l i m p o r t a n t b a l a n c e s h e e t i t e m s of t h e C o m p a n y a r e 
s h o w n in T a b l e 7 b e l o w : 
TABLE 7 
AUDITED BALANCE SHEET FIGURES OF 
JIANGXI GANNENG COMPANY LIMITED 
lt6ffie ” J a n - M a y “ I55i 1995 I^M 
. 1 9 9 7     
Working ~ ~ — : 2 4 , 786,753 36, 573, 044 111, 601,239 62, 043, 786 
Capital 
“Total Assets 629,680,505~ 609,172,077 ~ T 3 1 , 8 4 5 , 1 8 7 ~ 736,747,262 
Long Term 213, 112,232 335, 8 3 5 , 1 6 6 ~ ~ 4 8 8 , 7 4 5 , 4 2 2 ~ ~ 5 2 3 , 472, 000 
Liabilities  
"5wners, Equity 333,550,340 186,885,946 168,147,820 143,22Q,478~ 
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T h e w o r k i n g c a p i t a l a n d o w n e r s ' e q u i t y of the C o m p a n y 
i n c r e a s e d y e a r l y b y 6.32% a n d 1 4 . 2 7 % , r e s p e c t i v e l y , f r o m 
1994 to 1 9 9 7 . In a d d i t i o n , t he C o m p a n y l o w e r e d its d e b t -
t o - e q u i t y r a t i o in t h i s p e r i o d , w h i c h is r e f l e c t e d in its 
d e c r e a s i n g b a l a n c e of l o n g - t e r m l i a b i l i t i e s in t h i s 
p e r i o d . H o w e v e r , t he t o t a l a s s e t s v a l u e d i m i n i s h e d b y 
8.71% y e a r l y in t h i s p e r i o d . T h i s s h o w s t h a t t h e C o m p a n y 
c o u l d n o t s t r e n g t h e n its b a l a n c e s h e e t 
Listing of the Company 
P i n g a n S e c u r i t i e s C o m p a n y L i m i t e d a n d S h e n y i n W a n g u o 
S e c u r i t i e s C o m p a n y L i m i t e d a r e t h e s p o n s o r s of t h e n e w 
i s s u e of t h e C o m p a n y . S h e n y i n W a n g u o S e c u r i t i e s C o m p a n y 
L i m i t e d w a s a l s o t h e l e a d u n d e r w r i t e r in t h i s n e w i s s u e . 
B e s i d e s t h e l e a d u n d e r w r i t e r , t h e r e a r e e l e v e n o t h e r 
C h i n e s e s e c u r i t i e s h o u s e s in t h e u n d e r w r i t i n g g r o u p of 
th e C o m p a n y ' s n e w i s s u e . 
I n v e s t o r s c a n s u b s c r i b e for t h i s n e w i s s u e f r o m 2 0 t h 
O c t o b e r , 1997 to 2 7 t h O c t o b e r , 1 9 9 7 . A l l n a t u r a l a n d l e g a l 
p e r s o n s , as w e l l as t h o s e i n v e s t m e n t f u n d s w h i c h o b t a i n e d 
a p p r o v a l f r o m t h e P e o p l e ' s B a n k of C h i n a , a r e e l i g i b l e to 
s u b s c r i b e for t h i s n e w i s s u e . T h e s u b s c r i p t i o n is 
a c c o m p l i s h e d t h r o u g h t h e S Z S E ' s h o m e - p a g e o n t h e 
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i n t e r n e t . If t h e r e is an o v e r - s u b s c r i p t i o n in t h e n e w 
i s s u e , the r e s u l t s of a l l o t m e n t is d e t e r m i n e d b y a l u c k y 
d r a w p r o c e s s e d b y the c o m p u t e r s y s t e m of the S Z S E . 
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CHAPTER V 
IPO PRICING OF JIANGXI GANNENG COMPANY LIMITED 
T h i s c h a p t e r d e s c r i b e s h o w t h e IPO p r i c e of t h e C o m p a n y 
is o b t a i n e d . 
IPO Pricing 
T h i s c h a p t e r s e r v e s to s t u d y t h e v a l u a t i o n m e t h o d u s e d in 
th e i n i t i a l p u b l i c o f f e r i n g s (IPO) of t h e C o m p a n y . T h e 
s p o n s o r of the n e w i s s u e , S h e n y i n W a n g u o S e c u r i t i e s 
C o m p a n y L i m i t e d , w a s r e s p o n s i b l e for t h e d e t e r m i n a t i o n of 
the C o m p a n y ' s IPO p r i c e . 
T h e l i s t i n g p r o s p e c t u s of t h e C o m p a n y s h o w s t h a t i ts IPO 
p r i c e w a s n o t d e t e r m i n e d b y t h e ''discounted c a s h f l o w 
method、、, w h i c h is a w i d e l y u s e d v a l u a t i o n m e t h o d o f 
b u s i n e s s a n d is b a s e d o n t h e p r o j e c t e d n e t c a s h f l o w of 
th e C o m p a n y in t h e s e v e r a l y e a r s a f t e r t h e l i s t i n g . 
R e f e r r i n g to t h e i n t e r v i e w w i t h t h e r e l e v a n t e x p e r t s o f 
tw o m a j o r s e c u r i t i e s h o u s e s in C h i n a , U n i t e d S e c u r i t i e s 
C o m p a n y L i m i t e d a n d J & A S e c u r i t i e s L i m i t e d , it w a s 
f o u n d t h a t t h e IPO p r i c e of t h e C o m p a n y d e p e n d s o n t wo 
m a j o r v a r i a b l e s : t h e C o m p a n y ' s p r i c e - e a r n i n g s r a t i o a n d 
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its a v e r a g e e a r n i n g s p e r s h a r e of t h r e e c o n s e c u t i v e 
f i n a n c i a l y e a r s p r i o r to t h e y e a r of the n e w s h a r e i s s u e . 
T h e e x a c t r e l a t i o n s h i p b e t w e e n t he IPO p r i c e , t he 
c o m p a n y ' s p r i c e - e a r n i n g s r a t i o a n d its a v e r a g e e a r n i n g s 
p e r s h a r e c a n b e f o r m u l a t e d as f o l l o w s : 
IPO price = P/E ratio multiplied by EPS Equation (1) 
where 
P/E ratio means the price-earnings ratio of the Company 
EPS means the average earnings per share of three 
consecutive financial years prior to the year of the 
share issue 
T h e p r i c e - e a r n i n g s r a t i o for c o m p u t i n g t h e C o m p a n y ' s IPO 
p r i c e w a s d e c i d e d b y t h e C S R C , a n d t h e E P S v a l u e r e l i e d 
on t h e p r e v i o u s f i n a n c i a l p e r f o r m a n c e of t h e C o m p a n y . T h e 
IPO p r i c e of t h e C o m p a n y m a i n l y d e p e n d e d o n t h e C S R C ' s 
o p i n i o n , w h i c h d e t e r m i n e d t h e p r i c e - e a r n i n g s r a t i o for 
t h i s n e w i s s u e . 
Computation of the Company's IPO price 
B y e q u a t i o n (1), w e c a n c o m p u t e t h e IP〇 p r i c e o f t h e 
C o m p a n y w h i c h is d e m o n s t r a t e d as f o l l o w s : 
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A s s h o w n in the C o m p a n y ' s l i s t i n g p r o s p e c t u s , w e c a n know 
t h a t the P/E r a t i o a n d E P S of the c o m p a n y a r e 1 3 . 6 x a n d 
R M B 0 . 5 1 , r e s p e c t i v e l y . 
IPO p r i c e of the C o m p a n y = 1 3 . 6 * R M B 0.51 
= R M B 6.94 
T h e E P S v a l u e , R M B 0 . 5 1 , u s e d to c o m p u t e t h e IP〇 p r i c e is 
t h e a v e r a g e e a r n i n g s p e r s h a r e of t h r e e c o n s e c u t i v e 
f i n a n c i a l y e a r s p r i o r to the y e a r of t h e s h a r e i s s u e . T h e 
C S R C d e t e r m i n e d t h e P/E r a t i o , 1 3 . 6 , w h e n it a p p r o v e d t h e 
l i s t i n g a p p l i c a t i o n of the C o m p a n y . F o r m o s t I P O s , t h e 
m u l t i p l e s a r e b e t w e e n 13 a n d 17, w i t h t h e m a j o r i t y h a v i n g 
a m u l t i p l e of 1 4 . 
T h e l i s t i n g p r o s p e c t u s s h o w s t h a t t h e a d m i n i s t r a t i o n f e e s 
p e r s h a r e for the n e w i s s u e is R M B 0 . 1 4 . T h e a m o u n t of 
c a p i t a l r a i s e d p e r s h a r e b y t h e C o m p a n y is R M B 6.80 a n d 
t h u s t h e t o t a l a m o u n t of c a p i t a l r a i s e d is R M B 
5 8 4 , 8 0 0 , 0 0 0 . A s c o m p a r e d w i t h C o m p a n y ' s n e t a s s e t v a l u e 
p e r s h a r e on t h e b a l a n c e s h e e t (NAV) , t h e IPO p r i c e is 
2.34 t i m e s l a r g e r t h a n t h e b o o k v a l u e , r e f l e c t i n g t h e 
f a c t t h a t t h e m a n a g e m e n t of t h e C o m p a n y h a s a v a l u e 
b e t t e r t h a n t h a t s h o w n o n t h e b a l a n c e s h e e t . 
44 
CHAPTER VI 
GENERAL METHOD OF IPO PRICING IN CHINA 
T h e IPO p r i c i n g d e s c r i b e d in C h a p t e r V for t h e c a s e s t u d y 
of J i a n g x i G a n n e n g C o m p a n y L i m i t e d is a c t u a l l y t h e 
g e n e r a l p r i c i n g m e t h o d of the IPO for b o t h 、A s h a r e s ' a n d 
、B s h a r e s ' in C h i n a . In t h i s c h a p t e r t h e d e t a i l s of t h i s 
m e t h o d in t h e IPO of C h i n a w i l l b e d i s c u s s e d . 
Valuation of companies in China 
In C h i n a , d i s c o u n t e d c a s h f l o w m o d e l is s e l d o m u s e d as a 
m e a s u r e for t h e v a l u a t i o n of c o m p a n i e s . In m o s t c a s e s , 
t h e v a l u e of c o m p a n i e s is r e p r e s e n t e d b y t h e i r b o o k 
v a l u e s of n e t a s s e t s s h o w n o n t h e b a l a n c e s h e e t s . T h a t 
i s , t h e d i f f e r e n c e b e t w e e n t h e t o t a l a s s e t s a n d t o t a l 
l i a b i l i t i e s . 
IPO pricing in China 
In C h i n a , n o m a t t e r w h e t h e r it is 'A s h a r e ' o r 、B s h a r e , 
a n d n o m a t t e r w h e t h e r t h e s e s h a r e s a r e l i s t e d o n t h e S Z S E 
o r t h e S H S E , t h e IPO p r i c i n g m e t h o d o f t h e s e s h a r e s a r e 
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m o r e or le s s t he s a m e . R e f e r r i n g to the i n t e r v i e w w i t h 
the r e l e v a n t e x p e r t s of two maj or s e c u r i t i e s h o u s e s in 
C h i n a , U n i t e d S e c u r i t i e s C o m p a n y L i m i t e d a n d J & A 
S e c u r i t i e s L i m i t e d , t h e IPO p r i c e of a l l the n e w i s s u e s 
in C h i n a a re d e t e r m i n e d b y e q u a t i o n (1) as s h o w n in 
C h a p t e r V . 
Restriction on the price-earnings ratio of the new issue 
A s m e n t i o n e d b y the i n t e r v i e w e e s , t h e a v e r a g e s e c o n d a r y 
m a r k e t p r i c e - e a r n i n g s r a t i o of t h e two s t o c k e x c h a n g e s in 
C h i n a is a b o u t 40 ( r a n g e : 25 - 7 0 ) . T h i s v a l u e is 
q u i t e h i g h as c o m p a r e d w i t h t h e f i g u r e s of o t h e r o v e r s e a s 
s t o c k m a r k e t s . T h i s c o u l d b e p a r t l y e x p l a i n e d b y t h e 
i m m a t u r e n a t u r e of t h e s t o c k m a r k e t s a n d t h e h i g h l y 
s p e c u l a t i v e b e h a v i o r of i n v e s t o r s in C h i n a . T h e m a r k e t 
h a s a p p r o a c h e d t h e l e v e l t h a t w i l l m a k e i n v e s t o r s s u b j e c t 
to a h i g h l e v e l o f r i s k . A s a r e s u l t , t h e S t a t e C o u n c i l 
S e c u r i t i e s C o m m i s s i o n h a s i s s u e d a r u l e w h i c h r e q u i r e s 
t h a t t h e IPO p r i c i n g of a l l n e w i s s u e s h a s to a d o p t t h e 
p r i c e - e a r n i n g s r a t i o o f 1 5 . T h i s r e q u i r e d v a l u e is m u c h 
l o w e r t h a n t h a t of t h e a v e r a g e m a r k e t v a l u e . T h e 
r e g u l a t o r y b o d y a i m s to ''underprice'' t h e p r i c e o f t h e n e w 
i s s u e a n d c o n t r o l t h e r i s k s f a c e d b y t h e i n v e s t o r s . 
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T h e c o n c e p t of 、、underpricing、、 in C h i n a ' s s t o c k m a r k e t s is 
d i f f e r e n t f r o m o u r u s u a l c o n c e p t . O u r u s u a l c o n c e p t of 
IPO u n d e r p r i c i n g m e a n s t h a t t h e IP〇 is p r i c e d at a 
d i s c o u n t so as to r e d u c e t h e l i a b i l i t y of t h e s p o n s o r a n d 
the u n d e r w r i t e r of the n e w i s s u e s as w e l l as to i n c r e a s e 
t h e a t t r a c t i v e n e s s of t h e n e w i s s u e . In C h i n a , t h e n e w 
i s s u e is a l s o p r i c e d at the l e v e l at a d i s c o u n t to t h e 
c u r r e n t s i t u a t i o n . B u t it is m a n d a t e d b y t h e r e g u l a t o r y 
b o d y i n s t e a d of for a b o v e m e n t i o n e d r e a s o n s in t h e u s u a l 
c a s e s . 
Adjustment of the price-earnings 
ratio of the new issue by the CSRC 
T h e C S R C n o t o n l y h a s t h e a u t h o r i t y to a p p r o v e t h e 
l i s t i n g a p p l i c a t i o n s in C h i n a , b u t a l s o h a s t h e a u t h o r i t y 
to a d j u s t t h e p r i c e - e a r n i n g s r a t i o o f t h e n e w i s s u e s f r o m 
15 to t h e v a l u e w h i c h it t h i n k s is p r o p e r . T h e 
i n t e r v i e w e e s of t h e two s e c u r i t i e s h o u s e s m e n t i o n e d t h a t 
t h e p r i c e - e a r n i n g s r a t i o of t h e n e w i s s u e s in C h i n a c a n 
r a n g e f r o m 14 to 22, a n d t h e a c t u a l p r i c e - e a r n i n g s r a t i o 
of e a c h n e w i s s u e is f i n a l l y d e c i d e d b y t h e C S R C . T h e 
C S R C d e c i d e s t h e p r i c e - e a r n i n g s r a t i o for e a c h n e w i s s u e 
a r o u n d t h e l e g a l l y r e q u i r e d p r i c e - e a r n i n g s r a t i o o f 15 in 
a c c o r d a n c e to t h e c u r r e n t m a r k e t s i t u a t i o n a n d t h e 
background of each individual company. The interviewees 
g a v e s t a t i s t i c a l d a t a w h i c h s h o w s t h a t a b o u t 90% of t h e 
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IPO w a s l a u n c h e d at the p r i c e - e a r n i n g s r a t i o of 1 4 - 1 5 . 
T h e r e a r e s o m e e x c e p t i o n s . For i n s t a n c e , in 1 9 9 6 , a 
s t a t e - o w n e d s t e e l c o m p a n y w a s l i s t e d w i t h a p r i c e -
e a r n i n g s r a t i o of 22. 
T h e r e a r e t h r e e m a i n r e a s o n s w h y t h e C S R C r e s t r i c t s t h e 
v a l u e of t h e p r i c e - e a r n i n g s r a t i o in n e w i s s u e s : 
1 . To c o n t r o l the r i s k of the s e c o n d a r y m a r k e t . 
2 . To m a i n t a i n a r e a s o n a b l e s u b s c r i p t i o n r a t e of n e w 
i s s u e s . If t h e p r i c e - e a r n i n g s r a t i o is t o o h i g h , t h e 
s u b s c r i p t i o n r a t e is low as i n v e s t o r s t h i n k t h e n e w 
i s s u e is too e x p e n s i v e . In c o n t r a s t , if t h e p r i c e -
e a r n i n g s r a t i o is too l o w , i n v e s t o r s w i l l s u b s c r i b e 
a g g r e s s i v e l y for t h i s n e w issues, w h i c h l e a d s to t h e 
l a r g e f l o w of f u n d s i n t o t h e s t o c k m a r k e t f r o m t h e 
b a n k i n g s y s t e m . A t t h e s a m e t i m e , t h e c a p i t a l r a i s e d b y 
t h e i s s u e r s is r e d u c e d b y t h e l o w e r p r i c e - e a r n i n g s 
r a t i o . A s a r e s u l t , t h e r e g u l a t o r y b o d i e s h a v e to 
m a n i p u l a t e t h e p r i c e - e a r n i n g s r a t i o of t h e n e w i s s u e . 
3 . To s u p p o r t t h e c a p i t a l r a i s i n g of f o c u s e d c o m p a n i e s . A s 
t h e C S R C c a n d e c i d e t h e p r i c e - e a r n i n g s r a t i o of n e w 
i s s u e s , t h e y c a n r a i s e t h e p r i c e - e a r n i n g s r a t i o of t h e 
i s s u e r s w h i c h t h e c e n t r a l g o v e r n m e n t h a s s e l e c t e d as 
t h e f o c u s e d e n t e r p r i s e s for f u t u r e d e v e l o p m e n t . W i t h a 
h i g h e r p r i c e - e a r n i n g s r a t i o , t h e s e f o c u s e d e n t e r p r i s e s 
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c a n r a i s e m o r e c a p i t a l u p o n t h e i r IPO for f u t u r e 
d e v e l o p m e n t . 
Evaluation of the current IPO pricing method in China 
It is w o r t h h e r e e v a l u a t i n g t h e c u r r e n t IPO p r i c i n g 
m e t h o d u s e d in C h i n a . T h e r e a r e m a n y o t h e r m e t h o d s to 
v a l u e a b u s i n e s s a n d e v a l u a t e the s h a r e p r i c e . 
Advantages of the current IPO pricing method in China 
1 . T h e m e t h o d is r e a l l y s i m p l e for t h e i n v e s t o r s to 
u n d e r s t a n d a n d t h e y c a n l e a r n h o w t h e h i s t o r i c a l 
p e r f o r m a n c e of a c o m p a n y c a n a f f e c t t h e IPO p r i c e of 
t h e c o m p a n y . 
2 . T h e s e c u r i t i e s i n d u s t r y h a s d e v e l o p e d t h e IPO p r i c i n g 
m e t h o d w h i c h is s u i t a b l e for t h e e n v i r o n m e n t of C h i n a ' s 
s t o c k m a r k e t s . T h e m e t h o d d o e s n o t n e e d t h e e s t i m a t i o n 
of p r o j e c t e d c a s h f l o w s a n d t h e d i s c o u n t r a t e as 
r e q u i r e d in t h e d i s c o u n t e d c a s h f l o w m e t h o d . T h e s t o c k 
m a r k e t in C h i n a is s t i l l at an e a r l y s t a g e a n d h a s n o t 
y e t d e v e l o p e d a g o o d i n f o r m a t i o n b a s e for t h e i n v e s t o r s 
a n d s e c u r i t i e s h o u s e s to s h a r e . E v e n i n t e r n a t i o n a l 
f i n a n c i a l i n f o r m a t i o n p r o v i d e r s , s u c h as B l o o m b e r g a n d 
R e u t e r s , do n o t p r o v i d e t h e s t o c k m a r k e t i n f o r m a t i o n 
b e c a u s e of t h e r e l a t i v e l y l i t t l e d e m a n d for t h i s k i n d 
of i n f o r m a t i o n . B u t t h e e s t i m a t i o n of t h e d i s c o u n t r a t e 
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r e q u i r e s t h e m a r k e t d a t a , s u c h as t h e m a r k e t b e t a v a l u e 
of e q u i t y (0E) a n d d e b t (po) as w e l l as t h e s t o c k m a r k e t 
p r e m i u m ( r^ -rf ), t h a t is n o t e a s i l y a v a i l a b l e in t h e 
p r e s e n t i n f o r m a t i o n s o u r c e s . T h u s , an a l t e r n a t i v e IP〇 
p r i c i n g is u s e d in C h i n a . 
Disadvantages of the current IPO pricing method in China 
1 . T h e m e t h o d is n o t w e l l c o r r e l a t e d w i t h t h e a c t u a l 
m a r k e t v a l u e of a c o m p a n y . T h e IPO p r i c e ‘ is t h e p r i c e 
of a c o m p a n y ' s s h a r e s in t h e s t o c k m a r k e t s a n d d i r e c t l y 
i n f l u e n c e s t h e m a r k e t c a p i t a l i z a t i o n or m a r k e t v a l u e of 
t h i s c o m p a n y . T h e IPO p r i c i n g in o t h e r s t o c k m a r k e t s 
d e p e n d s o n t h e m a r k e t p r i c e - e a r n i n g s r a t i o of t h e 
l i s t i n g c o m p a n i e s in t h e s a m e i n d u s t r y . H o w e v e r , n o 
s u c h p r a c t i c e is i n v o l v e d in t h e c u r r e n t m e t h o d u s e d in 
C h i n a . 
2 . T h e c a p i t a l r a i s e d b y the IP〇 is i n f l u e n c e d b y t h e 
p o l i c y of t h e C S R C w h i c h c a n d e t e r m i n e t h e p r i c e -
e a r n i n g s r a t i o o f t h e I P O . T h i s i n t e r v e n t i o n v i o l a t e s 
t h e p r i n c i p l e of a f r e e s t o c k m a r k e t . 
3 . T h e m e t h o d c a n n o t i n c o r p o r a t e t h e f u t u r e p r o s p e c t s o f a 
c o m p a n y in t h e IPO p r i c e b e c a u s e it o n l y d e p e n d s o n t h e 
h i s t o r i c a l p e r f o r m a n c e of t h i s c o m p a n y . T h e c o m p a n y m a y 
h a v e m a n y g o o d i n v e s t m e n t o p p o r t u n i t i e s w i t h g o o d 
r e t u r n s in t h e f u t u r e . B u t t h e s e o p p o r t u n i t i e s c a n n o t 
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b e u s e d as an e l e m e n t to i n c r e a s e t h e c a p i t a l r a i s e d , 
a n d t h u s t h e c a p i t a l for the f u t u r e d e v e l o p m e n t of 
t h o s e g o o d p r o j e c t s is r e d u c e d . 
4 . T h e m e t h o d is n o t c o m p r e h e n s i v e b e c a u s e n o t a l l t h e 
i n t e r e s t s a n d c l a i m s of s t a k e h o l d e r s a r e c o n s i d e r e d . 
5 . T h e m e t h o d c o u l d e n c o u r a g e the i s s u e r s in p r e p a r i n g 
f r a u d u l e n t f i n a n c i a l s t a t e m e n t s b e f o r e l i s t i n g to 
i n c r e a s e t h e i r a v e r a g e e a r n i n g s p e r s h a r e of t h r e e 
c o n s e c u t i v e f i n a n c i a l y e a r s p r i o r to the. y e a r of t h e 
s h a r e i s s u e . A s d e s c r i b e d in C h a p t e r V , t h e IP〇 p r i c e 
a n d t h e a m o u n t of c a p i t a l r a i s e d d e p e n d o n t h e v a l u e s 
of e a r n i n g s p e r s h a r e a n d t h e p r i c e - e a r n i n g s r a t i o . 
T h i s m e t h o d l i m i t s t h e v a l u e of t h e p r i c e - e a r n i n g s 
r a t i o . T h e r e f o r e , t h e i s s u e r s c o u l d p r o b a b l y p r e p a r e 
t h e i r f i n a n c i a l s t a t e m e n t s f r a u d u l e n t l y so as to c h a n g e 
t h e v a l u e of e a r n i n g s p e r s h a r e in o r d e r to o b t a i n a 
d e s i r e d l e v e l of s u b s c r i p t i o n a n d a m o u n t of c a p i t a l 
r a i s e d . 
51 
CHAPTER VII 
THE POST-LISTING RETURN PERFORMANCE OF 
UNSEASONED ISSUES OF 、A SHARE' STOCKS IN SHENZHEN 
T h i s c h a p t e r f o c u s e s o n the p o s t - I P O r e t u r n p e r f o r m a n c e 
of u n s e a s o n e d i s s u e s of 、A s h a r e ' s t o c k s in S h e n z h e n . 
Post-IPO return performance of 
、A share' stocks in Shenzhen 
T h i s p a r t s t u d i e s t h e p o s t - l i s t i n g r e t u r n p e r f o r m a n c e of 
、A s h a r e ' s t o c k s o n t h e S Z S E 120 t r a d i n g d a y s a f t e r IP〇. 
A s a m p l e of t h i r t y - t w o 、A s h a r e ' s t o c k s o n t h e S Z S E w e r e 
s e l e c t e d for s t u d y . T h e d e t a i l s of t h e s t u d y m e t h o d a n d 
r e s u l t s a r e d i s c u s s e d in t h i s p a r t . 
Methodology 
In o r d e r to s t u d y t h e m o s t r e c e n t r e t u r n p e r f o r m a n c e of 
、A s h a r e ' s t o c k s o n t h e S Z S E w i t h i n a p o s t - I P O p e r i o d of 
120 t r a d i n g d a y s , a s a m p l e of t h i r t y - t w o 、A s h a r e ' s t o c k s 
l i s t e d o n t h e S Z S E w e r e s e l e c t e d . A l l of t h e m w e r e l i s t e d 
w i t h i n t h e p e r i o d f r o m 1 st J a n u a r y , 1 9 97 to 3 1 s t M a r c h , 
1 9 9 7 . A c t u a l l y , a l l t h e s t o c k s l i s t e d in t h i s p e r i o d w e r e 
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c h o s e n a n d no p r e f e r e n c e in i n d u s t r y s e c t o r or size of 
the IPO are i n c l u d e d in the s e l e c t i o n . 
T h e d a i l y m a r k e t d a t a of the t h i r t y - t w o 'A s h a r e ' s t o c k s 
in t h e s a m p l e w e r e c o l l e c t e d f r o m t he s t o c k d a t a b a s e 
p u b l i s h e d in T a i w a n . T h e d a i l y m a r k e t d a t a i n c l u d e s t h e 
p e r i o d f r o m e a c h s t o c k ' s IPO d a t e to 1 0 t h O c t o b e r , 1997 
w h i c h c o v e r s m o r e t h a n t h e r e q u i r e d 120 t r a d i n g d a y s . A 
n u m b e r of i t e m s c a n b e f o u n d in t h i s d a i l y m a r k e t d a t a , 
s u c h as t h e d a i l y o p e n p r i c e , t h e d a i l y h i g h e s t a n d 
l o w e s t p r i c e s , t he d a i l y c l o s i n g p r i c e , t h e d a i l y t r a d i n g 
v o l u m e s (in n u m b e r of s h a r e s ) , t he t u r n o v e r p e r c e n t a g e 
a n d t h e d a i l y m a r k e t v a l u e . 
T h i s r a w d a t a w a s s o r t e d a n d t a b u l a t e d i n t o t h e f o r m a t 
s h o w n in A p p e n d i x I . T h i s f a c i l i t a t e s t h e a n a l y s i s . 
Data analysis 
T h e a n a l y s i s of t h e s o r t e d d a t a c o n s i s t s of f o u r p a r t s : 
1 . M e a s u r e of c e n t r a l t e n d e n c y of t h e s a m p l e ' s p e r c e n t a g e 
r a t e of r e t u r n 
2 . D i s t r i b u t i o n of t h e p e r c e n t a g e r a t e of r e t u r n o f t h e 
s a m p l e 
3 . I n d u s t r y e f f e c t o n t h e p〇st — IP〇 r e t u r n p e r f o r m a n c e 
4 . S i z e e f f e c t o n t h e p o s t - I P O r e t u r n p e r f o r m a n c e 
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Measure of central tendency of the 
sample's percentage rate of return 
In t he f i r s t s t a g e of the a n a l y s i s , t h e post—IPO 
p e r c e n t a g e r a t e of r e t u r n of the i n d i v i d u a l s t o c k s in the 
s a m p l e at t h e 1 2 0 t h t r a d i n g d a y a f t e r IPO a r e c a l c u l a t e d 
b y t he f o l l o w i n g e q u a t i o n (2): 
C l o s i n g p r i c e at I n i t i a l 
P e r c e n t a g e t h e 1 2 0 t h t r a d i n g d a y - O p e n P r i c e 
R a t e of r e t u r n X 100% 
I n i t i a l O p e n p r i c e 
w h e r e , 
Initial Open price means the first open price of each 
stock in the sample on its initial listing date 
T h e r e s u l t s of t h e c o m p u t a t i o n is s h o w n in A p p e n d i x I . 
U s i n g t h e s e c a l c u l a t e d r e s u l t s , t h e m e a n v a l u e of t h e 
percentage rate of return can be found, which serves as 
the central tendency measure of the sample's percentage 
r a t e o f r e t u r n . It w a s f o u n d t h a t t h e m e a n p e r c e n t a g e 
r a t e of r e t u r n w a s - 4 . 7 4 % , w h i c h m e a n s t h a t , o n a v e r a g e , 
the stocks in the sample under-performed by 4.74% after 
being traded on the SZSE for 120 days. However, the 
percentage rates of return of the individual stocks in 
the sample are widely scattered, as reflected by the high 
s a m p l e s t a n d a r d d e v i a t i o n ( 4 7 . 1 7 % ) , w h i c h w a s c a l c u l a t e d 
w i t h d e g r e e of f r e e d o m N - 1 o r 3 1 . 
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A c t u a l l y , t h e p e r c e n t a g e r a t e of r e t u r n of the s a m p l e 
r a n g e s f r o m - 6 1 . 0 4 % to + 1 1 5 . 6 9 % . T h e p e r f o r m a n c e of the 
h i g h e s t a n d l o w e s t r e t u r n s t o c k s a r e s h o w n in A p p e n d i x 11 
a n d III r e s p e c t i v e l y . 
T h e p e r c e n t a g e r a t e of r e t u r n of t h e t h i r t y - t w o s t o c k s 
c a n b e c o m p a r e d b y the F i g u r e 6 b e l o w . 
Figure 6 : The % rate of return of32 IPO stocks on SZSE 
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F i g u r e 6 s h o w s t h a t t h e w i d e l y s c a t t e r e d p a t t e r n of t h e 
s a m p l e m a k e s u s n o t p o s s i b l e to u s e t h e m e a n p e r c e n t a g e 
r a t e of r e t u r n as a r e p r e s e n t a t i v e f i g u r e of t h e s a m p l e . 
A s a r e s u l t , t h e p e r c e n t a g e r a t e of r e t u r n s w e r e s o r t e d 
in an a s c e n d i n g o r d e r so as to c o m p u t e t h e s a m p 1 e‘ s 
m e d i a n . T h e f i g u r e - 1 3 . 7 1 % c a m e o u t f r o m t h e c o m p u t a t i o n . 
On t h e o t h e r h a n d , t h e s t o c k s in t h e s a m p l e u n d e r -
p e r f o r m e d b y 1 3 . 7 1 % o n a v e r a g e a f t e r 120 t r a d i n g d a y s . 
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T h i s r e s u l t is c o n s i s t e n t w i t h the r e s e a r c h r e s u l t of D r . 
M c G u i n n e s s , in 1 9 9 3 . E v i d e n c e i n d i c a t e s t h a t t h e r e w a s a 
r e l a t i v e l y w e a k p e r f o r m a n c e in n e w l y l i s t e d s t o c k s in 
o t h e r s t o c k m a r k e t s o v e r t h e l o n g e r t e r m . T h e s e r e s u l t s 
c o u l d b e e x p l a i n e d b y two f a c t o r s : 
1. S p o n s o r s a n d u n d e r w r i t e r s m i g h t s u p p o r t n e w l y l i s t e d 
s t o c k s s p o n s o r e d a n d u n d e r w r i t t e n b y t h e m in t h e e a r l y 
p o s t - I P O p e r i o d (one m o n t h a f t e r t h e i n i t i a l l i s t i n g 
d a t e ) . A s r e f l e c t e d f r o m t h e i n t e r v i e w e e s , s p o n s o r s a n d 
u n d e r w r i t e r s c o u l d e n c o u r a g e t h i s p r o c e s s b y i n v i t i n g 
t h e i r c l i e n t s to b u y t h e s e s t o c k s in t h e e a r l y p o s t - I P O 
p e r i o d . T h e u n d e r w r i t e r s a n d s p o n s o r s a n d t h e i r c l i e n t s 
m a y n o t s u p p o r t t h e s e s t o c k s a f t e r o n e or t w o m o n t h s of 
t h e IPO d a t e . T h i s c r e a t e s a ^ s p e c u l a t i v e b u b b l e ' a n d 
m a y p a r t l y e x p l a i n t h e r e l a t i v e l y w e a k p e r f o r m a n c e in 
n e w l y l i s t e d s t o c k s o v e r t h e l o n g e r t e r m . 
2 . T h e i n t e r v i e w e e s a l s o m e n t i o n e d t h a t o n c e c a p i t a l 
conunitments b e t w e e n t h e o f f e r i n g c o m p a n i e s a n d t h e i r 
p r i n c i p a l s t r a t e g i c i n v e s t o r s , w h i c h i n c l u d e s t h e 
e m p l o y e e s a n d b u s i n e s s p a r t n e r s of t h e c o m p a n i e s , 
e l a p s e d ( u s u a l l y a f t e r a p e r i o d of s i x m o n t h s ) , t h e 
p r i n c i p a l s t r a t e g i c i n v e s t o r s c o u l d s e l l t h e i r h o l d i n g s 
a n d t h u s d r i v e s h a r e p r i c e s d o w n o v e r t h e l o n g e r t e r m . 
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Distribution of the % rate of return of the sample 
T h e s e c o n d p a r t of t h e d a t a a n a l y s i s t r i e s to f i n d t he 
d i s t r i b u t i o n of s t o c k s in the s a m p l e in a d e f i n e d r a n g e . 
T h e f r e q u e n c y d i s t r i b u t i o n of the s a m p l e is s h o w n in the 
T a b l e 8 b e l o w . 
TABLE 8 
FREQUENCY DISTRIBUTION OF % RATE OF RETURN 
^nqm oi % xrat^ oi Wvmqu^nu^ 
g # t u y n 1^   
A b o v e - 5 0 % 3 
-4 0 % to - 5 0 % 2 
-3 0 % to - 4 0 % 5 
-2 0 % to - 3 0 % 3 
- 1 0 % to - 2 0 % 4 
0% to - 1 0 % 3 
0% to 20% 6 
20% to 40% 1 
40% to 60% 2 
A b o v e 60% 3 
TOTAL 32 
T h e i n f o r m a t i o n in T a b l e 8 c a n b e d e p i c t e d b y t h e 
f o l l o w i n g b a r c h a r t : 
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FIGURE 7 
FREQUENCY DISTRIBUTION OF % RATE OF RETURN 
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T h e f r e q u e n c y d i s t r i b u t i o n as s h o w n in F i g u r e 7 is w i d e l y 
s c a t t e r e d . In t h e s a m p l e , o n l y t w e l v e s t o c k s h a d a 
p o s i t i v e p e r c e n t a g e r a t e o f r e t u r n a n d a l l t h e r e m a i n i n g 
s t o c k s c o u l d r e s u l t i n l o s s f o r t h e i n v e s t o r s if t h e y h a d 
h e l d t h e s t o c k s f o r 120 t r a d i n g d a y s s i n c e t h e I P O . 
F i g u r e 7 s h o w s t h a t s i x s t o c k s i n t h e s a m p l e h a v e t h e 
p e r c e n t a g e r a t e o f r e t u r n i n t h e r a n g e o f 0% to 2 0 % , b u t 
f i v e s t o c k s h a d t h e p e r c e n t a g e r a t e o f r e t u r n i n t h e 
r a n g e o f - 3 0 % tO - 4 0 % . A s a r e s u l t , t h e f r e q u e n c y 
d i s t r i b u t i o n c a n n o t l e a d u s to d r a w a n y c o n c l u s i o n s a b o u t 
t h e t r e n d o f t h e p o s t - I P O r e t u r n p e r f o r m a n c e . 
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Industry effect on the post-IPO return performance 
T h i s p a r t s t u d i e s t h e i n d u s t r y e f f e c t o n t h e post—IPO 
r e t u r n p e r f o r m a n c e . T h e s e c t o r d i s t r i b u t i o n of t h e s t o c k s 
in e a c h of t h e r a n g e of % r a t e of r e t u r n is a l s o 
e x p l o r e d . 
• 
F i r s t of a l l , t h e p r i n c i p a l a c t i v i t i e s a n d i n d u s t r i a l 
s e c t o r s of t h e s t o c k s in the s a m p l e is t a b u l a t e d in 
A p p e n d i x I V . T h e c l a s s i f i c a t i o n of t h e i n d u s t r i a l s e c t o r 
is b a s e d o n t h e f o l l o w i n g c r i t e r i a : . 
I n d u s t r i a l - m a i n l y e n g a g e d in m a n u f a c t u r i n g a n d 
p r o d u c t i o n 
C o n g l o m e r a t e - e n g a g e d in a n u m b e r of d i f f e r e n t 
b u s i n e s s e s 
C o m m e r c e - e n g a g e d in g e n e r a l b u s i n e s s e s 
P r o p e r t y - m a i n l y e n g a g e d in p r o p e r t y d e v e l o p m e n t a n d 
i n v e s t m e n t 
F i n a n c e - m a i n l y e n g a g e d in b a n k i n g , s e c u r i t i e s a n d 
o t h e r r e l a t e d b u s i n e s s e s 
P u b l i c - m a i n l y e n g a g e d in p u b l i c u t i l i t i e s 
u t i l i t i e s b u s i n e s s e s 
F o l l o w i n g t h e s e c l a s s i f i c a t i o n c r i t e r i a , it is f o u n d t h a t 
in t h e s a m p l e , t w e n t y - t h r e e s t o c k s a r e in t h e i n d u s t r i a l 
s e c t o r , s i x a r e c o n g l o m e r a t e s a n d o n l y t h r e e a r e in t h e 
c o m m e r c e s e c t o r . T h e s a m p l e d o e s n o t i n c l u d e a n y s t o c k s 
in t h e p r o p e r t y , p u b l i c u t i l i t i e s a n d f i n a n c e s e c t o r s . In 
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a d d i t i o n , t he s e c t o r d i s t r i b u t i o n of t h e s t o c k s in e a c h 
of t he r a n g e of % r a t e of r e t u r n is s h o w n in T a b l e 9 
b e l o w . 
TABLE 9 
FREQUENCY DISTRIBUTION OF PERCENTAGE 
RATE OF RETURN IN INDUSTRY SECTOR 
WtAXii§^  of % f^t<St<!>af n£ thA £i^kH^le «i6«s!^fti^& ia A&dtk X:HA^ 
• ^ ^ ^ • • • ^ ^ ^ - - - — ^ 
Above -50% Two in Industrial, One in Conglomerate 
-40% to -50% Two in Industrial 
-30% to -40% Five in Industrial 
-20% to -30% Two in Industrial, One in Conglomerate 
-10% to -20% Three in Industrial, One in Commerce 
0% to -10% Two in Conglomerate, One in Commerce 
0% to 20% Five in Industrial, One in Commerce 
20% to 40% One in Industrial 
40% to 60% One in Conglomerate, One in Industrial 
Above 60% Two in Industrial, One in Conglomerate 
C h a p t e r 11 n o t e d t h a t t h e i n d u s t r i a l s e c t o r is t h e 
l a r g e s t s e c t o r in t h e S h e n z h e n s t o c k m a r k e t . T h e s a m p l e 
is c o n s i s t e n t w i t h t h i s t r e n d . 
A b o u t 72% of t h e c o m p a n i e s in t h e s a m p l e a r e i n d u s t r i a l 
c o m p a n i e s , a n d t h e y a p p e a r in e v e r y r a n g e of t h e % r a t e 
of r e t u r n , w h i c h is c l e a r l y s h o w n in T a b l e 9 . F o r t h e 
r a n g e s o f ( - 4 0 % to - 5 0 % ), ( - 3 0 % to - 4 0 % ) a n d ( 20% to 
40% ) , a l l t h e s t o c k s in t h e s e r a n g e s a r e i n d u s t r i a l 
c o m p a n i e s . T h e c o n g l o m e r a t e s a r e d i s t r i b u t e d w i d e l y in 
fiv e r a n g e s of % r a t e o f r e t u r n . C o m p a n i e s in t h e 
c o m m e r c e s e c t o r h a v e a r e t u r n p e r f o r m a n c e f r o m - 1 0 % to 
20% a n d a r e d i s t r i b u t e d e v e n l y a m o n g t h r e e r a n g e s . 
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For t he r a n g e w i t h t h e h i g h e s t f r e q u e n c y (〇％ to 20% ), 
five o u t of t h e six s t o c k s are i n d u s t r i a l s t o c k s a n d the 
r e m a i n i n g o n e is in the c o m m e r c e s e c t o r . 
In c o n c l u s i o n , t he i n d u s t r y e f f e c t d o e s n o t p l a y an 
i m p o r t a n t r o l e in t h e p o s t - I P O r e t u r n p e r f o r m a n c e of the 
s a m p l e s t o c k s b e c a u s e n o s t r o n g r e l a t i o n s c a n b e f o u n d 
b e t w e e n t he m a g n i t u d e of % r a t e of r e t u r n a n d t h e 
i n d u s t r i a l s e c t o r of t h e s t o c k s . 
Size effect on the post-IPO return performance 
T h i s p a r t c o n c e r n s t h e s i z e e f f e c t o n t h e p o s t - I P O r e t u r n 
p e r f o r m a n c e of t h e s a m p l e . T h e r e l a t i o n s h i p b e t w e e n t h e 
m a r k e t v a l u e of t h e s t o c k s in t h e s a m p l e a n d t h e p o s t - I P O 
r e t u r n p e r f o r m a n c e is s t u d i e d . T h e m a r k e t c a p i t a l i z a t i o n 
of t h e s t o c k s in t h e s a m p l e at t h e c l o s e of t h e i r i n i t i a l 
l i s t i n g d a t e s is t a b u l a t e d in A p p e n d i x V . 
TABLE 10 
MARKET CAPITALIZATION DISTRIBUTION 
^3MBge flf % rate gf t!ctnm M a t t e capltatetlgR <rf i3ie staeks 'm eacfe r m ^ ( R M g m n ) 
Above -50% 1,246.82, 1,224.49, 947.52 ‘ 
-40%to-50% 1,200.3, 790.47 
-30%to-40% 2,181.66, 1,560, 821.93, 2,164.26, 5,559.43 
-20%to -30% 959.40，2,350, 4,330.5 
-10% to 20% 3,496.08, 4,094.6, 2,878.97, 2,470.82 
()%to-10% 1,749.6，1,395，1,490.76 
()%to 20% 1,455.17, 1,071.88，1,079.4, 1,867.8, 2,515.5, 1,871.44 
20% to 40% 6,888 
40% to 60% 738，2,097.23 
Above 60% 1,177.49, 813.45, 850 
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T a b l e 10 s h o w s the s i z e d i s t r i b u t i o n of the s a m p l e s t o c k s 
in e a c h r a n g e of % r a t e of r e t u r n . For t h e r a n g e w i t h the 
h i g h e s t f r e q u e n c y (0% to 20 % ) , t h e s t o c k s h a v e 
r e l a t i v e l y s i m i l a r m a r k e t v a l u e s , w i t h an a v e r a g e v a l u e 
a r o u n d R M B 1, 6 4 3 . 5 3 . For o t h e r r a n g e s , the m a r k e t v a l u e s 
w i t h i n e a c h r a n g e is m o r e w i d e l y d i s t r i b u t e d . A n o t h e r 
t r e n d t h a t c a n b e i n f e r r e d f r o m T a b l e 10 is t h a t t h e b e s t 
p e r f o r m i n g s t o c k s h a v e r e l a t i v e l y s m a l l i n i t i a l m a r k e t 
c a p i t a l i z a t i o n . For e x a m p l e , t h e t h r e e s t o c k s t h a t o v e r -
p e r f o r m e d b y m o r e t h a n 60% at t h e 1 2 0 t h t r a d i n g d a y h a v e 
m a r k e t v a l u e s l e s s t h a n R M B 1 , 2 0 0 . H o w e v e r , t h e s a m p l e 
s i z e is so s m a l l t h a t no s i g n i f i c a n t c o n c l u s i o n c a n b e 
d r a w n on t h e s e f i g u r e s . 
In c o n c l u s i o n , t h e s i z e e f f e c t s e e m s n o t to i n f l u e n c e 
s i g n i f i c a n t l y t h e p o s t - I P O r e t u r n p e r f o r m a n c e of t h e 
s a m p l e s t o c k s . 
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CHAPTER VIII 
FUTURE PROSPECTS OF THE IPO MARKET IN CHINA 
T h i s c h a p t e r f o c u s e s o n the f u t u r e p r o s p e c t s of t h e IP〇 
m a r k e t in C h i n a . T h e i m p a c t s f r o m t h e n e w p r i v a t i z a t i o n 
p l a n n i n g s c h e m e of s t a t e - o w n e d e n t e r p r i s e s a n d t h e r e c e n t 
r e s t r u c t u r i n g of t h e S t a t e C o u n c i l o n t h e IPO m a r k e t in 
C h i n a a r e d i s c u s s e d . 
The state planning of privatization 
of state-owned enterprises in China 
The S t a t e P l a n n i n g C o m m i s s i o n a n d the C S R C c h a n g e d t he 
p r i v a t i z a t i o n p l a n n i n g in the c o u n t r y in 1 9 9 7 . T h e 
p r e v i o u s p l a n n i n g s c h e m e is p r e s e n t e d f i r s t a n d is 
f o l l o w e d b y t h e n e w s c h e m e . T h e i m p a c t of t h e c h a n g e o n 
th e IPO m a r k e t in C h i n a is f i n a l l y d i s c u s s e d . 
B e f o r e t h e r e f o r m a t i o n , t h e S t a t e P l a n n i n g C o m m i s s i o n a n d 
the C S R C d e c i d e d o n t h e n u m b e r o f s h a r e s t h a t e a c h 
p r o v i n c e c a n i s s u e e a c h y e a r . In t h e p a s t , t h e p r o v i n c i a l 
g o v e r n m e n t u s u a l l y p r e f e r r e d to h a v e m o r e s t a t e - o w n e d 
e n t e r p r i s e s l i s t e d o n t h e s t o c k e x c h a n g e b e c a u s e t h e 
p r o v i n c i a l g o v e r n m e n t s c a n h a v e m o r e 、、vehicles,, to r a i s e 
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c a p i t a l for the s t a t e - o w n e d e n t e r p r i s e s in t h e i r 
p r o v i n c e . T h e r e f o r e , t h e m a r k e t c a p i t a l i z a t i o n of e a c h 
l i s t e d c o m p a n y w a s n o t v e r y l a r g e . 
In 1 9 9 7 , t h e S t a t e P l a n n i n g C o m m i s s i o n c h a n g e d its 
s t r a t e g y of r e s t r u c t u r i n g the s t a t e - o w n e d e n t e r p r i s e s . 
T h e n e w s t r a t e g y f o c u s e s on t h e r e f o r m a t i o n of l a r g e -
s i z e d s t a t e - o w n e d e n t e r p r i s e s , a n d s m a l l - s i z e d s t a t e -
o w n e d e n t e r p r i s e s w h i c h are a c q u i r e d b y l a r g e - s i z e d 
s t a t e - o w n e d e n t e r p r i s e s . 
C o n s i s t e n t w i t h t h i s n e w s t r a t e g y , t h e S t a t e P l a n n i n g 
C o m m i s s i o n a n d t h e C S R C n o w o n l y a n n o u n c e t h e n u m b e r of 
c o m p a n i e s to b e l i s t e d e a c h y e a r w i t h o u t s p e c i f y i n g in 
w h i c h p r o v i n c e a n d t h e t o t a l n u m b e r of s h a r e s i s s u e d in 
e a c h p r o v i n c e . U n d e r t h i s n e w p o l i c y , e a c h p r o v i n c i a l 
g o v e r n m e n t w i l l s u b m i t a b o u t f o u r to f i v e l a r g e s t s t a t e -
o w n e d e n t e r p r i s e s in t e r m s of n e t a s s e t v a l u e s in t h e i r 
o w n p r o v i n c e s to t h e C S R C for l i s t i n g a p p l i c a t i o n . 
U n d e r t h e n e w p l a n n i n g s c h e m e , a n y c o m p a n y c a n l i s t o n 
t h e s t o c k e x c h a n g e if it f u l f i l l s t h e q u a l i f i c a t i o n s 
r e q u i r e d b y t h e C S R C a n d is g r a n t e d t h e l i s t i n g q u o t a 
f r o m t h e c o r r e s p o n d i n g p r o v i n c i a l g o v e r n m e n t 
In a d d i t i o n , t h o s e c o m p a n i e s t h a t c a n n o t o b t a i n t h e 
l i s t i n g r e c o m m e n d a t i o n f r o m t h e p r o v i n c i a l g o v e r n m e n t s 
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e v e n w h e n t h e y are f i n a n c i a l l y e l i g i b l e for l i s t i n g c a n 
u s u a l l y s o l v e t h e s e p r o b l e m s e i t h e r b y i n j e c t i n g a s s e t s 
i n t o a d i s q u a l i f i e d c o m p a n y in a n o t h e r p r o v i n c e w h e r e the 
q u o t a for l i s t i n g h a s n o t b e e n m e t a n d t h u s m a k i n g t h e 
d i s q u a l i f i e d c o m p a n y q u a l i f i e d a n d t h e n b y u s i n g t h i s 
p r o v i n c e ' s q u o t a s to a p p l y for l i s t i n g , or b y b u y i n g t h e 
q u o t a for l i s t i n g f r o m o t h e r p r o v i n c e s . 
In c o n c l u s i o n , t h e n e w p l a n n i n g s c h e m e c o u l d h a v e f i v e 
i m p a c t s o n the IP〇 m a r k e t in C h i n a : 
1 . T h e n e w p l a n n i n g s c h e m e r e s u l t s in t h e i n c r e a s i n g 
p r i v a t i z a t i o n of l a r g e - s i z e d s t a t e - o w n e d e n t e r p r i s e s . 
T h e s i z e of t h e IPO w i l l b e i n c r e a s e d b y v i r t u e of t h e 
i n c r e a s i n g s i z e of t h e i s s u e r s . A s a r e s u l t , t h e m a r k e t 
v a l u e of t h e s t o c k m a r k e t s in C h i n a c o u l d b e i n c r e a s e d . 
2 . T h e c a s e s of m e r g e r s a n d a c q u i s i t i o n s in C h i n a w i l l 
i n c r e a s e u n d e r t h e n e w p l a n n i n g s c h e m e . L a r g e - s i z e d a n d 
p r o f i t a b l e s t a t e - o w n e d e n t e r p r i s e s t e n d to a c q u i r e 
s m a l l - s i z e d s t a t e - o w n e d e n t e r p r i s e s o r m e r g e w i t h 
s i m i l a r s i z e s t a t e - o w n e d e n t e r p r i s e s in t h e s a m e 
i n d u s t r y so as to i n c r e a s e t h e i r a s s e t v a l u e s a n d t h e 
c h a n c e of b e i n g s e l e c t e d for l i s t i n g . 
3 . A s a r e s u l t of t h e m e r g e r s of s t a t e - o w n e d e n t e r p r i s e s , 
t h e e f f i c i e n c y of s t a t e - o w n e d e n t e r p r i s e s c a n b e 
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i n c r e a s e d in two w a y s . F i r s t , e c o n o m i e s of s c a l e in 
p r o d u c t i o n is p o s s i b l e w h e n two s t a t e - o w n e d e n t e r p r i s e s 
w i t h s i m i l a r p r o d u c t i o n s m e r g e b e c a u s e t h e y c a n s h a r e 
t h e s a m e p r o d u c t i o n f a c i l i t i e s a n d p r o d u c e l a r g e r 
v o l u m e s . C o s t r e d u c t i o n is f e a s i b l e b y e c o n o m i e s of 
s c a l e . S e c o n d , l a b o r c o s t s a n d o t h e r o v e r h e a d s c a n b e 
r e d u c e d a f t e r m e r g i n g . T h i r d , v e r t i c a l i n t e g r a t i o n is 
p o s s i b l e w h e n t h e two s t a t e - o w n e d e n t e r p r i s e s h a v e the 
r e l a t i o n s h i p of s u p p l i e r s a n d c u s t o m e r s . 
4 . T h e m e r g e r s a n d a c q u i s i t i o n s of s t a t e - o w n e d e n t e r p r i s e s 
c o u l d i n c r e a s e t h e u n e m p l o y m e n t r a t e in C h i n a b e c a u s e 
s i g n i f i c a n t l a y o f f s a r e u n a v o i d a b l e in o r d e r to 
i n c r e a s e t h e e f f i c i e n c y of t h e m e r g e d c o m p a n i e s . 
5 . T h e r e d u c i n g n u m b e r of s t a t e - o w n e d e n t e r p r i s e s w i t h 
a c c u m u l a t e d l o s s e s c o u l d i m p r o v e t h e b a n k i n g s y s t e m in 
C h i n a . T h e c o m m e r c i a l b a n k s in C h i n a a r e t h e m a j o r 
c a p i t a l p r o v i d e r s to t h e s t a t e - o w n e d e n t e r p r i s e s . U n d e r 
t h e p l a n n e d e c o n o m y , t h e c o m m e r c i a l b a n k s in C h i n a h a v e 
to l e n d m o n e y to t h e s t a t e - o w n e d e n t e r p r i s e s e v e n w h e n 
their creditability of repayment is low. Therefore, the 
c o m m e r c i a l b a n k s u s u a l l y h a v e l a r g e a m o u n t of b a d 
d e b t s . A s a r e s u l t , t h e r e d u c t i o n in t h e n u m b e r of 
p o o r l y m a n a g e d s t a t e - o w n e d e n t e r p r i s e s c o u l d r e d u c e t h e 
a m o u n t of b a d d e b t s in C h i n a ' s c o m m e r c i a l b a n k s a n d 
m a k e t h e b a n k i n g s y s t e m h e a l t h i e r . 
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Impact on IPO of state-owned enterprises 
after the restructuring of State Council 
T h e 9th N a t i o n a l P e o p l e C o n g r e s s (NPC) h e l d in M a r c h , 
1998 is s i g n i f i c a n t to the s e c u r i t i e s i n d u s t r y . T h e m o s t 
i m p o r t a n t a n n o u n c e m e n t in t h e N P C is c e r t a i n l y t h e 
p r o p o s a l of the S t a t e C o u n c i l r e s t r u c t u r i n g . A s i d e f r o m 
c u t t i n g t h e C h i n e s e b u r e a u c r a c y b y h a l f o v e r t h r e e y e a r s , 
an i m p o r t a n t o u t c o m e f r o m t he S t a t e C o u n c i l r e s t r u c t u r i n g 
is t h e s e p a r a t i o n of t h e r e g u l a t o r y f u n c t i o n f r o m t h e 
c o m m e r c i a l o p e r a t i o n s of m i n i s t r i e s a n d c o m m i s s i o n s . 
S p e c i f i c a l l y , t he C o m m u n i s t P a r t y h a s p r o p o s e d to r e f o r m 
t h e S t a t e C o u n c i l b y c u t t i n g t h e c u r r e n t n u m b e r of 
m i n i s t r i e s a n d c o m m i s s i o n s f r o m 40 to 2 9 , b y m e r g i n g 
g o v e r n m e n t b o d i e s or c o r p o r a t i s a t i o n . 
T h e p r o p o s e d r e s t r u c t u r i n g c o u l d r e d u c e t h e d e g r e e of 
b u r e a u c r a c y , w h i c h c a n r e d u c e t he b u r d e n of t h e C e n t r a l 
G o v e r n m e n t . In a d d i t i o n , an i m p o r t a n t d e v e l o p m e n t a r i s i n g 
f r o m t h e p r o p o s a l w i l l n a r r o w a n d l i m i t t h e s c o p e o f t h e 
S t a t e P l a n n i n g C o m m i s s i o n . I n s t e a d , t h e S t a t e C o m m i s s i o n 
of E c o n o m y a n d T r a d e ' s g o v e r n i n g p o w e r w i l l b e e n h a n c e d , 
w i t h m a n y of t h e m i n i s t r i e s a n d c o m m i s s i o n s d i r e c t l y 
u n d e r its c o n t r o l . 
A c t u a l l y , t h e r e s t r u c t u r i n g is in l i n e w i t h t h e C e n t r a l 
G o v e r n m e n t ' s m o v e t o w a r d a m a r k e t e c o n o m y a n d is i n t e n d e d 
to e x p e d i t e i n v e s t m e n t d e c i s i o n s . P u t t i n g m a n y m i n i s t r i e s 
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a n d d e p a r t m e n t s u n d e r t h e S t a t e C o m m i s s i o n of E c o n o m y a n d 
T r a d e is a m o v e to e n h a n c e the e f f i c a c y of p r o p o s e d 
f u t u r e m e r g e r s of s t a t e - o w n e d e n t e r p r i s e s p r e v i o u s l y 
u n d e r v a r i o u s g o v e r n i n g b o d i e s . T h e C o m m u n i s t P a r t y h a s a 
s t r o n g i n t e n t i o n to r e f o r m the s t a t e - o w n e d e n t e r p r i s e s . 
F u r t h e r m o r e , the p r o p o s a l s s h o u l d b e p o s i t i v e in t h e l o n g 
t e r m for t h e e c o n o m y a n d t i e s in w i t h t h e C e n t r a l 
G o v e r n m e n t ' s a c c e l e r a t e d e c o n o m i c r e f o r m m e a s u r e s . 
In c o n c l u d i n g t h e s e p o i n t s , m o r e s t a t e - o w n e d e n t e r p r i s e s 
w i l l b e p r i v a t i z e d in t h e f u t u r e . In a d d i t i o n , t h e t i m e 
t a k e n for the a p p r o v a l of l i s t i n g a p p l i c a t i o n s b y t h e 
r e g u l a t o r y b o d i e s w i l l b e s h o r t e r . In g e n e r a l , t h e 
r e s t r u c t u r i n g of t h e S t a t e C o u n c i l is a p o s i t i v e e v e n t 




T h i s r e p o r t e x p l o r e s t w o m a i n i s s u e s of t h e IP〇： t h e IPO 
p r i c i n g m e t h o d in C h i n a a n d t h e p o s t - I P O r e t u r n 
p e r f o r m a n c e of u n s e a s o n e d i s s u e s of 、A s h a r e ' s t o c k s in 
S h e n z h e n . 
R e f e r r i n g to t h e i n t e r v i e w s w i t h t h e r e l e v a n t e x p e r t s of 
tw o m a j o r s e c u r i t i e s h o u s e s in C h i n a , U n i t e d S e c u r i t i e s 
C o m p a n y L i m i t e d a n d J & A S e c u r i t i e s L i m i t e d , it w a s 
f o u n d t h a t t h e IPO p r i c e of a n y n e w i s s u e s in C h i n a 
d e p e n d o n t w o m a j o r v a r i a b l e s : t h e i s s u e r s , p r i c e -
e a r n i n g s r a t i o a n d t h e i r a v e r a g e e a r n i n g s p e r s h a r e of 
t h r e e c o n s e c u t i v e f i n a n c i a l y e a r s p r i o r to t h e y e a r of 
t h e n e w s h a r e i s s u e . In f a c t , t h e IPO p r i c e is o b t a i n e d 
b y m u l t i p l y i n g t h e i s s u e r ' s p r i c e - e a r n i n g s r a t i o w i t h i t s 
t h r e e - y e a r a v e r a g e e a r n i n g s p e r s h a r e . 
T h e C S R C h a v e t h e a u t h o r i t y to d e c i d e t h e p r i c e - e a r n i n g s " 
r a t i o o f a l l t h e n e w i s s u e s in C h i n a a n d t h u s c a n 
m a n i p u l a t e t h e I P O p r i c e of t h e i s s u e r s . T h e r e f o r e , t h e 
s t a t e - o w n e d e n t e r p r i s e s m u s t h a v e t h r e e c o n s e c u t i v e y e a r s 
of g o o d f i n a n c i a l r e s u l t s p r i o r to l i s t i n g so as to h a v e 
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a higher average value of earnings per share and increase 
the amount of capital raised. 
The c u r r e n t IPO p r i c i n g m e t h o d is the o n e a p p r o p r i a t e to 
t h e c u r r e n t d e v e l o p m e n t a n d m a r k e t s i t u a t i o n in C h i n a , 
t h o u g h it s e e m s t h a t s o m e d i s a d v a n t a g e s s t i l l r e m a i n . 
A n o t h e r m a i n i s s u e d i s c u s s e d in t h i s r e p o r t is t h e p o s t -
IPO r e t u r n p e r f o r m a n c e of u n s e a s o n e d i s s u e s of 、A s h a r e ' 
s t o c k s in S h e n z h e n . T h e a n a l y s i s in t h i s r e p o r t p r o v i d e s 
s o m e e v i d e n c e t h a t u n s e a s o n e d 、A s h a r e ' s t o c k s o n t h e 
S Z S E , i s s u e d d u r i n g t h e p e r i o d f r o m 1^^ J a n u a r y , 1997 to 
3ist M a r c h , 1 9 9 7 , p r o d u c e d u n f a v o r a b l e l o n g t e r m r e t u r n s . 
T h i r t y - t w o s t o c k s o n t h e S Z S E w e r e s e l e c t e d for s t u d y , 
m e a s u r i n g t h e p e r c e n t a g e r a t e of r e t u r n of t h e s a m p l e 
s t o c k s f r o m t h e i r i n i t i a l l i s t i n g d a t e s to t h e i r 12(^丄 
t r a d i n g d a y . T h e r e s u l t s o b t a i n e d in t h i s a n a l y s i s is 
c o n s i s t e n t w i t h t h a t of o t h e r r e l e v a n t s t u d i e s as 
m e n t i o n e d in c h a p t e r V I I 〇f t h i s r e p o r t . 
In a d d i t i o n , t h e f r e q u e n c y d i s t r i b u t i o n of t h e s a m p l e ' s 
p e r c e n t a g e r a t e of r e t u r n is a l s o s t u d i e d in t h i s r e p o r t . 
It w a s f o u n d t h a t t h e r a n g e , 0% to 2 0 % , h a s t h e h i g h e s t 
f r e q u e n c y . H o w e v e r , in g e n e r a l , t h e f r e q u e n c y 
d i s t r i b u t i o n of t h e s a m p l e ' s p e r c e n t a g e r a t e of r e t u r n is 
w i d e l y s c a t t e r e d . T h e r e f o r e , t h i s f r e q u e n c y d i s t r i b u t i o n 
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c a n n o t l e a d u s to d r a w a n y c o n c l u s i o n s a b o u t the t r e n d of 
the p o s t _ I P O r e t u r n p e r f o r m a n c e . 
In a d d i t i o n , the i n d u s t r y e f f e c t a n d the s i z e e f f e c t are 
a l s o c o n s i d e r e d for s t u d y i n g h o w t h e s e e f f e c t s c o u l d 
i n f l u e n c e t h e p o s t - I P O r e t u r n p e r f o r m a n c e . T h e r e s u l t s of 
the a n a l y s i s in c h a p t e r V I I s h o w t h a t b o t h t h e s i z e a n d 
i n d u s t r y e f f e c t s s e e m n o t to i n f l u e n c e s i g n i f i c a n t l y t h e 
p o s t - I P O r e t u r n p e r f o r m a n c e of t h e s a m p l e s t o c k s . 
T h e f i n a l p a r t of t h i s r e p o r t f o c u s e s o n t h e f u t u r e 
p r o s p e c t s of t h e IPO m a r k e t in C h i n a . T h e i m p a c t s a r i s i n g 
f r o m t h e n e w p r i v a t i z a t i o n p l a n n i n g s c h e m e of s t a t e - o w n e d 
e n t e r p r i s e s a n d t h e r e c e n t r e s t r u c t u r i n g of t h e S t a t e 
C o u n c i l o n the IP〇 m a r k e t in C h i n a a r e d i s c u s s e d . 
T h e n e w p r i v a t i z a t i o n s c h e m e t e n d s to i n c r e a s e t h e s i z e 
of l i s t i n g c o m p a n i e s a n d t h e m a r k e t v a l u e of t h e s t o c k 
m a r k e t in C h i n a . 
T h e r e s t r u c t u r i n g of t h e S t a t e C o u n c i l c o u l d r e d u c e t h e 
d e g r e e of b u r e a u c r a c y a n d s h o u l d h a v e l o n g e r - t e r m 
p o s i t i v e e f f e c t s o n t h e e c o n o m y . T h i s is in l i n e w i t h t h e 
C e n t r a l G o v e r n m e n t ' s a c c e l e r a t e d e c o n o m i c r e f o r m 
m e a s u r e s . A s a r e s u l t , t h e t i m e r e q u i r e d for a p p r o v i n g 
l i s t i n g a p p l i c a t i o n s a n d m e r g i n g b e t w e e n s t a t e - o w n e d 
e n t e r p r i s e s 
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s h o u l d b e r e d u c e d . A l l in a l l , the IPO m a r k e t is 
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